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Book 1 


Introductory Survey 

Chapters 1-7 


CHAPTER 1 

THE MEANING OF ECONOMICS 

Political Economy has to do with the relations of men living in society, so far 
as these relations tend to satisfy the wants of life and concern the efforts made to 
provide for all that is generally understood hy material welfare . — Charles Gide. 

Economics is a new subject to you ; and, like every new thing, 
it probably has its own thrills. You must be quite anxious to know 
what it is all about and what will have to be studied under it. 
This can be easily explained and understood. 

Let us put a direct question to you : Why have you joined the 
college ? If you give a reply to this question sincerely, you will 
probably say that your object is to become a civil servant, a judge, 
a lawyer or some such thing. If you think over the question more 
searchingly and deeply, you will say that your object is to earn 
money which may enable you to live a happy and comfortable life. 
This reply strikes the nail on the right head. It is the necessity to earn 
mon-yfor the satisfaction of your wants which compels you to study in 
•the college and acquire education.^ 

If you look to other men besides yourself and try to find out the 
•object of their hard work, you will arrive at the same conclusion. 
Just go to the market one evening and closely watch the activities 
of the buyers and sellers assembled there. On the extreme right 
you may find .the shop of the bookseller from whom you usually 
purchase books and stationery. The next shop may be that of the 
general merchant who supplies you toilet materials, letter-papers 
and envelopes. You will see other shop-keepers in the line selling 
various articles, till you reach the end of the row where you might 
hear ‘one price’ shopkeeper crying at the top of his voice ^^Har ek 
mal do anna”, occasionally interrupted by the wandering tea* seller 
recommending his tea in a sweet voice : “Miihi chae pilo babooji” 
Why all these people come to the market and exert themselves ? 
There is only one answer : ‘FVr the sake of nwneyd Besides the 
sellers, you will also -see numerous buyers in the market with 
money in their pockets, purchasing the articles wanted by them. 
Children may be found purchasing toys ; students, books / clerks, 
pens and pencils j and ladies, saries and other articles. Purchasers 


IThcre arc certainly some students who study for the sake of acquiring 
knowledge and not for the sake of earning money ; but such cases arc rare. 
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(1) They must be members of society. A man is by nature a social 
animal ; he naturally seeks the society of his fellowmen, in the 
first place for the pleasure which society affords, and, in the second 
place, in order to have their assistance in satisfying his wants. The 
actions of an individual, as such, affect other members of the society, 
as the actions of other members affect him. Just as a limb of a 
man is related to his other limbs and to the body as a whole similarly 
a man is related to his fellow citizens and to the whole of the society. 
Economics studies the activities of men living in society and con* 
sidered as units thereof. It does not study man as an individual 
but as a member of the social organisation. Evidently the persons 
who are more or less cut off from society, like lonely Robinson 
Crusoe thrown upop a lonely island or sadhus and sanyasis who have 
lost touch with society, are not studied in Economics. Such persons 
have their own methods of making efforts and satisfying their wants 
which arc quite different from those adopted by ordinary human 
beings living in society. They are not studied in Economics ; for as 
they are exceptions to the general type of men and women we daily 
come into contact with, the study of their activities cannot be 
of much practical value. That is why Economics is called a social 
study.® 

(2) They must be real human beings and not fictitious or imaginary human 
heingi with supposed characteristics. Older economists assumed that 
a man was always moved with the only object of getting as rich as 
possible; and religion, ethics, politics, etc., had no effect on him. 
Such a man was called by them' Economic Man. ’ But this assump- 
tion is quite wrong ; a real man is certainly moved by various 
other considerations. Consequently all the study based on the 
assumption of * Economic Man ’ has been found to be misleading 
and has been discarded. Modern Economics studies the man 
as he is. 

(3) Finally, they must be human beings of normal or average type. There 
are some persons, like mad men and women, who are real persons 
and are members of society, but are not normal persons. A study 
of their activities cannot be very useful; it may, indeed, be very 
misleading. Hence such persons are definitely excluded from the 
scope of Economics. Ii should, therefore, be remembered that 
Economics studies the activities of only those human beings who are 
social, real and normal. 

Another point which has to be emphasised is that all the activi- 
ties of human beings are not studied by Economics. It studies only 


3This is the classical view and is invariably met with in majority of Indian 
text-books on Economics. Recently Prof. Lionel Robbins of London School of 
Economics, one of the greatest living economists, has refuted the idea that Econo- 
mics is purely a soc'al science. He maintains that Economics stud'es both a man 
living in society and one cut off from it. Sec Robbins, The Nature and Significance 
of Economic Science. But this view is open to question. See my Reconsinction of 
Economic Science (Allahabad, 1945). 
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those admixes which are related to wealth.^ It is only these activities 
which lead to the direct or indirect satisfaction of wants and they 
alone are included in Economics. 

The third point which should be borne in mind is that Economics 
is a sevnee as well as an art. It shows the relationship between cause 
and effect involved in various economic phenomena^ which is the 
true function of a scteace. It also prescribes certain rules of guidance 
for the maximization of material prosperity, which is the true func- 
tion of an art. Older economists used to regard, and most of the 
British economists still regard, Economics only as a science. But a 
vast majority of modern economists firmly believe and maintain 
^ that Economics is both a science as well as an art. 

The above three points must be clearly mentioned and specified 
in a correct definition of Economics. We may then define Econo- 
mics as the art and science studying those acliviliex of social^ real and normal 
humm bdngs^ which are related to w^alth,^ The reader will find Econo- 
mics defined in different words and ways by different economists^ ; 
and he must carefully find out if all the above facts are included 
in each definition or not. 

✓ 

§ 2 . MAN AND WEALTH 

In the definition of Economics given above, the word human and 
arc important; for they indicate that Economics studies both 
man and wealth. But which of the two it more important ? 

^Economics is sometimes defined as ^ a science which studies wcalth-caming 
and wealth-spending activities of human beings. ’ But activities relating to the 
exchange and disfribufioa of wealth also fall within Economics. Hence thu deiimtion 
is narrow and should be avoided by students. 

5Th's definition can be elaborated further- For this purpose two tfungs need 
1>c emphasised : (i) Science may be divided into Positive Science and Normattve 
Science according as it studies the present or describes the ^ ideal. Economics js a 
positive as as a normative science. Again, Economics is also an art. At 
suggests methods of realisation of the ideal, which Economics am do« ; (//) Econo- 
mic activities fall under four categories : Consumption of Wcalih, Production ot 
Wc.'iUh, Exchange of Wealth and Distribution of Wealth- (Sec Chapicr2, poste), Wc 
can, then define fvconomics as a social^ posifive and nofmadee sdfncc end artt 
sludhs dme aedvifies 0 / 3odcl, real and normal beings which arc related So the contumprtortf 
prcductiorif exchange and distrituiion of wealth, 

&Dtfir.ilhv ly h^.f>orSm: Ecm’rmsts~{\) Political Econoioy or Economic* is tha 
study of man’s action in ordinary business of life ; it enquires how be gets Iiir. inrorna 
and how he ires it. Thus it is on the one side a study of wcaUh 
other, and more important, side a part of the study of man.--~Marshali, hcon^rucs cj 
Industry t p. K 
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Older economists laid emphasis oh wealth. They defined 
Economics as a study pf wealth ; the human aspect of their study 
was hardly given any importance. For instance, J. B. Say called 
Economics ‘the science which treats of wealth’ and Walker defined 
it as ‘that body of knowledge which relates to wealth.’ 

Such definition had the disadvantage of turning attention away 
from the real subject of Economics, which is man and his wants, 
and concentrating it on wealth which is merely the means of the 
satisfaction of human wants. It began to be thought that Economics 
is meant for selfish persons who want to enrich themselves at the 
cost of helpless members of society, without any regard to ethical 
considerations. Economics came to be regarded as a self-seeking 
and purely materialistic branch of knowledge. It naturally aroused 
opposition in the minds of thinkers and writers of those days. 
Men of the authority of Carlyle, Ruskin and William Morris 
described it as a ‘Dismal Science’ and ‘Gospel of Mammon” who 
is the God of riches. Later economists consequently corrected the 
mistake of their predecessors and tried to put more emphasis ou 
man and less on wealth. 

Modern economists are all agreed that wealth is not an end in it- 
self. It is not produced for its own sake. It is meant to satisfy human 
wants, and has significance only in so far as it satisfies human wants. 
If it ceases to do this, nobody will care for it. Wealth is produced 
for man, not man for wealth. We must give primary importance 
to man ; wealth is only of secondary importance to us. Our object 
is to promote human welfare j and in Economics we try to find out 
how far this welfare can be promoted by means of wealth. 

We do not study Economics for devising the ways and means of 
producing more wealth and still more wealth; but how to regulate 
production, consumption, exchange and distribution of wealth so as 
to contribute to the maximisation of the welfare of society.'^ Hence 
Economics is now considered to be a study of the activities of human 
beings in so far as they are related to wealth. Marshall, one of the 
greatest economists, has remarked that Economics is on one side a 
study of wealth and on the other, and more important, side a part 


(5) Economics is the science that studies human behaviour as a relationship 
between ends and scarce means which have alternative uses. 'R.ohhixis, The Nature 
and Significance of Economic Science, p. 1. (This definition is now most widely adopted. 
The definition of Economics as a science of human activities relating to wealth, has 
^cn given up in its favour by many economists. But this is neither necessary nor 
justified. See my Reconstruction of Economic Science. (Allahabad, 1945). 

7Thc misery and squalor that surround us, the injurious luxury of some 
wealthy families, the terrible uncertainty overshadowing many families of the poor 
—these are evils too plain to be ignored. By the knowledge that our science seeks, 
it is possible that they may be restrained. Out of the darkness to light 1 To searclj 
for this light is the t.Tsk, to find it perhaps the prize, which the ‘dismal science’ of 
Political Economy offers to those who face its discipline. — ^A. G. Pigou, Economics of 
Welfare, Preface. 
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and unemployment is great, Economics teaches us to spend money 
freely and on a large scale. It would be, therefore, wrong to 
think that Economics necessarily teaches us to be economical. 

The term ‘Economy’ is, however, used in Economics in a different 
and in a very special sense : it is used to mean the ‘economic 
system of a country’. For instance, Indian Economy means eco- 
nomic system of this country. 

^Economics’ and ‘Political Economy’ 

Our branch of study bears two names — ‘Economics’ and ‘Poli- 
tical Economy’. ‘Political Economy’ was an old name and has now 
been given up in favour of ‘Economics’. ‘Political Economy’ is 
a defective name because each of these words, ‘Political’ and ‘Eco- 
nomy’, has a special significance quite different from what Econo- 
mics really studies. ‘Political’ means dealing wifh the State ; while 
“‘Economy’ means household or management of one’s wealth. 

Political Economy, therefore, means managment oj wealth or resources 
of the State, Now, modern Economics does not confine itself to 
astudv of the mangement of the State finances; and, therefore, Poli- 
tical Economy is a misleading term to use to describe our subject. 
This is the reason why its use has been altogether given up; and it 
is only in the books written by older economists that you come 
across this term. 


TEST QUESTIONS 

1. What do you study under Economics? Frame a suitable definition of 
Economics. 

2. Economics studies both man and wealth. Which of them is more 
important? 

2a. “Economics is a material and dismal science’. Defend or criticize this 
statement? 

3. Is Economics an art? What is the opinion of classical and modern econo- 
mists on the subject? What is your opinion, if any? 

4. Docs Economics teach to be economical? What is the exact sense of the term 
^Economy’ ? 

5. ‘Political Economy or Economics should teach us the virtues of economy or 
frugality’. Criticize this statement. 

6. If men were never m danger of hunger or other pressing wants, would 
they work, or steal, or go to war ? Arc work, and crime, and war economic 
phenomena? 

7. What do you consider the most important questions of the day? Which of 
these arc essentially economic questions? How many directly or indirectly involve 
economic matters? 


EXAMINATION QUESTIONS 

U. P. Inter. Arts 

1. Define Economics, Discuss its relation to other Social Sciences (1951). 

2. What is the subject-matter of Economics? How is Economics related to othrr 
Social Sciences? Explain fully (1948). 



,SiaOOTCI.OHTOEOOSOM-0= 


INTRODUCTIOI^ 

^ . . scial science dealing 

•X ‘Economics Is ^ , , Explain and po^ mq41^ 

«i ^VhatuBconomlCS. 

ye/; TlW 1932) 

O. P. I„,« com. i, ,.„av T .t i» t.™- 

6 . „„oCE=«o»»“»' 0 '“ 

10. Define Econom Economic* 

na Inter. Com- , „ Why « ‘li'* definition “nd c-’C' 

Rajputana Into '^'=“'tider to be the proper deli 

^iinthcsublect-mate 

Patna Int. Com. indicate its scope- 

11. Define Econo /1919) 

13. “Economics . 

Banaras inter com. Economics 3 Ho^ 

^.V. What is the snbj c„ce • J 

16. .Economics IS 

(.1946) 1 relation m pmct'- 

17 What 

p„w;m.l «.„.,orA.'. I"“> 

.8 Define Economics 

A.tt« & Corn. 

Nap?'"' t!/* 

19. ''••1'^' ‘ materiel "" 

i Bombay jE^.,,-.,. (- 

21- l''=n’i?,';i';,meerr.edvntht...r 



THE MEANING OF ECONOMICS 


9 ^ 


Other Examination Questions 

L What is the subject-matter of Economics ? Indicate its object and scope. 
What docs the economist study ? (Punjab, 1936, 1933, 1930) 

2. 'Economics is the science of wealth in relation to man.* Explain this state- 
ment. (Delhi, 1939) 

3. ‘Economics is the study of man in the ordinary business of life.* Explain. 
(Calcutta, 1933) 

4. ‘Economics is the science of wealth.’ Do you agree with this definition ?" 
Give your reasons in full. (Calcutta, 1929) 

5. Examine the following statement : — 

The main question of Economics is : ‘Why all of us, taken together, are as well 
of — or, as ill off, if that way of putting it be preferred — as we are, and why somc' 
of us arc much better off and others much worse off than the average.’ (Bomba vv 
I. A., 1936) 

6. Discuss any two of the following statements : — 

(a) ‘Economics is the study of man In the ordinary business of life. ’ 

(b) ‘Economic man is the caricature of man as he is.’ 

(r) ‘There is no antithesis between Economics and Ethics.’ (Bombay, I Cora.^ 
19401 ^ ^ 



CHAPTER 2 

ECONOMICS AS A SCIENCE AND AN ART 

^ f 

English^ writers who have succeeded Adam Smith have generally set out 
by denning Political ^onomy as a sciericc and proceeded to treat it as an art... 
The modern economist of France, Germany, Spain, Italy and Anjcrica‘**all treat 
Political Economy as an art. — Senior, 

While defining Economics in the last chapter, we provisionally 
mentioned that Economics is a science as well as an art. But this 
statement needs further discussion. Before we can answer the 
question whether Economics is a science, or an art, or both, we 
should have a clear idea of the meaning of these terms. 

§1. POSITIVE SCIENCE, NORMATIVE SCIENCE AND ART 
Science and Art 

A body of systematised knowledge may be a Science or an Art. 
Science is again divisible into Positive Science and Normative 
Science. This classification is illustrated in the chart below ^ ; 

KNOWLEDGE 


s~~ 

Positive 
(What is) 


Science 

(The relation between 
cause and cfTcct) 

I 


^ 

Art 

(How to achieve the 
ideal) 


//ormafirf) 

(What ought to be) 

Chart I. Explnintng the ch«ificatton of tnowjrcige. 


(1) A Positiof Science studies the present conditions or ‘iJ'/iat h' 
It deals with the relation between cause and cfTect within its own 
field. It docs not start svith the notion that something is desirable 
or undesirable ; nor docs it arrive at any such conclusion as its 
result. It docs not ofTcr precepts and prescriptions. Its only 
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concern is to trace effects back to their causes, to project causes 
forward to their effects. 

(2) An Art, on the other oand, starts with the^ assumption that 
a certain thing is desirable or that a certain thing is undesirable* 
The object it seeks to ascertain is how the good may be attained, 
or the evil avoided. As a result, it issues certain precepts and 
prescriptions, which may lead to the achievement of the good and 
the avoidance of the cvil.^ 

(3) A Normative Science lays down the ideals which are to be 
striven for and achieved. It discusses what are desirable things 
and should be realised and practised I and what are undesirable 
things and should be avoided. In other words, it deals with iVhat 
oughl to be. It is these ideals which Art takes for granted and lays 
down the methods of the achievement thereof. 

The difference between these three branches of knowledge is 
that a positive Science simply explores and explains relevant pheno- 
mena by showing the relation between cause and effect ; it studies 
'‘What tV or the present conditions. The Normative Science studies 
■‘PPAa/ /o or the ideals which should be realised. The Art 
lays down the methods by which the ideals can be realized ; or 
‘What is ’ can be brought near to ‘What ought to be'. The Art is 
thus the bridge which covers the gulf between the present and and 
the ideal as is shown in the following diagram. 



Whatsis) ^^(Wha^ught to be) 


Fig. 2. 
Illustration 


Explaining the relation between Positive Science, Normative 
Science and Art 


An illustration will make this difference clear. Suppose a man 
asks a physiologist (who is a positive scientist) whether he should 
take poison or not. The scientist will probably reply, 
■‘As a scientist I can only say that if you take it, you will feel 
such and such sensation and then you will be dead. It is not 
my function to give you advice.’ Our friend may next go to a 
normative scientist and ask him the same question. The normative 
scientist will reply him, ‘Well, your ideal should be to lead a long 
life. It is bad to cut short a life by taking poison. This is all that 
I can say. If you want specific advice, you should go to an artist*. 
If he approaches an artist, say, a medical doctor, he will advise the 
inquirer not to take poison since it will upset his constitution and 
might cause death. 

2\Valkcr, PoUtkbl Economjt pp.- 19-20* 
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The positive scientist, thus, explains the effect of taking poison ; 
the normative scientist lays down whether it is good or bad to take 
' poison ! and the artist directs to take poison or not to take it. 

§ 2 . IS ECONOMICS A SCIENCE, OR AN ART, OR BOTH? 

We arc now in a position to answer the question : Is Economics 
a science, or an art, or both ? And if it is a science, is it Positive 
Science, or Normative Science, or both ? 

Economics as a Positive Science 

Economics is a positive science. It surveys the entire field of 
study acutely and establishes the relationship between cause and 
effect in all its branches. It states such relationships as they exist 
in the fields of consumption, production, exchange and distribution 
of wealth. In the field of consumption, it tells us that the qitan- 
tity of a commodity possessed by a man increases, the utility of 
each of its successive units diminishes. In the field of production, 
it informs us that ^ additional labour and capital arc applied to a 
plot of land after a certain point, less than proportionate returns 
arc obtained. In the field of exchange, it states that if the price of 
an article goes up, the demand for it goes down. In the sphere of 
distribution it suggests that if labourers decrease in number or 
increase their cflicicncy, wages %vill increase. In this way Economics 
all along shows that if certain things happen, certain results 
follow. The statements of the relation between cause and effect 
arc knoum as Laws in Economics. Economics has established a 
large number of useful laws showing relationship between cause and 
effect. Economics, as such, is a positive science. 

Economics as a Normative Science 

Economics is also a normative science. As a normative science, 
it is concerned with the formulation of the ideals suggested by 
economic considerations and aims at the maximisation of economic 
welfare of society. Normative science of Economics is as yet in its 
infancy. Economists disagree on the point as to whether Economics 
can be regarded as a normative science or not. But it Is now grow^ 
ingly realised that Normative Economics can and should exist i and 
it does exist at present though in a rudimcniar/ and elementary 
form. 


Economics aa an Art 

Economics may .also be regarded as an art. From this viewpoint. 
Economics may he defined as the subject which suggests the ways 
and means for the maximuation of production and accumulation 
ofwc.alth ; and, through it, of economic welfare ofiocl'^ty. 

Economists, however, are divvied on tne issue svheth^’^r f.eouo- 
mrs is .an art or not. Conservative British rconorrsitti strnn:uy 
maintain that Economics h simply a positive anu nos an 


art. 


According to them Econorntei shouts. 5:mp!y for.mu.^.e tf - 
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relation between cause and effect ; it should not propound the rules 
of guidance. But economists of other countries of the world do 
not appreciate this view. The findings of the Science of Economics, 
they say, should be turned to good account ; and the methods for 
achieving maximum economic welfare should be formulated. The 
Science of Economics, thus, leads to the Art of Economics. Econo* 
mics is both a science as well as an art. Most of the economists of 
the world hold this opinion ; and Economics has now begun to 
suggest practical ways and means for increasing the material pros- 
perity of humanity. 

TEST QUESTIONS 

1. What are the branches of knowledge ? Define the positive and normative 
science and art. Is Economics a science or an art ? 

2. ‘Economics cannot be considered to be an art, much less a normative 
science.’ Criticise or defend this statement. 

EXAMINATION QUESTIONS 

U. P. Inter. Arts 

1. Discuss fully the subject-matter of Economics as a Social Science (1946) 
Sagar Int. Com. 

2. Define Economics and state weather it is Science or Art. (1950) 
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by devoting himself to the preparation of all the articles of his 
wants. One began to specialise in one occupation ; specialisation 
of occupations or division of labour was introduced. Each man, 
then, began to give his surplus produce to others in exchange for 
the articles which he required and which others produced.^ Exchange 
of wealth thus made its appearance. Meanwhile another important 
fact dawned upon human beings. They found that they can 
increase production considerably if they work collectively or in a 
group rather than individually. This realisation discouraged the 
system of individual producers, and brought the system of joint or 
collective producers, as happens in modern factories, into promin- 
ence. Then the questions arose : To whoni does the wealth 
produced by their joint efforts belong? To all of them, naturally. If 
so, in what proportion should it be distributed among them ? The 
problem of distribution of wealth thus emerged. After distribution 
takes place and each man gets his share, he spends his income 
on the objects of his desire. Wealth thus secured is consumed 
by him and his wants are satisfied. The circle of economic 
activities now becomes complete. Economic activities, as such, divide 
themselves it, to Jour groups, viz., Consumption, Production, Exchange and Cis~ 
tiibuHon. Thy together constitute the subject-matter of Economics. 

§ 2. NATURE OF ECONOMICS 

Let as now proceed to answer the second part of our enquiry, 
viz.. What is the nature of Economics ? In other words, is it a 
science, or an art, or both ? 

This has already been discussed in Chapter 2 ante, and the 
reader is referred to it for a proper answer to this query. 

§ 3. LIMITS OF ECONOMICS 

'^The limits of the subject of Economics have been carefully 
drawn up by its masters. They may be briefly enumerated here : 

(1) Economics is not a complete study of all the human activi- 
ties. It studies only those activities of human beings which arc 
related to wealth. 

(2) The measuring rod of Economics is money. Hence it con- 
cerns with those desires, aspirations and other affections of human 
nature, which can be approximately measured in terms of money. 
If I am prepared to paint a picture for a sum of Rs. 20 », my 
desire to draw it can be measured with this sum; and this acti- 
vity of mine falls within the scope of Economics But if I paint 
a picture for the sake of pleasure, the question of money does not 
come in and then my activity will not fall within the scope of 
Economics, 

(3) Economics studies the activities of those human beings alone 
who are members of society. 
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produced wealth all alone, so that whatever he produced was his 
property. But it was found later that if several people work 
together jointly, the w’ealth produced by all of them togethei will 
exceed the total of what they could produce individually. This new 
development gave rise to one great difficulty, the difficulty of distribut- 
ing the joint wealth among the producers. When the various agents 
of production produce wealth jointly, the wealth produced is the 
property of all of them ; on what principles, then, should it be 
distributed among them ? Distribution, as a department of Econo- 
mics, thus came into being. Under Distribution we study the 
various agents of production, how is the share of each of them in 
the joint produce determined, is our system of distribution just, and 
similar other problems. 

Distribution is the most pressing and difficult probhm of Ecot.omics, and 
has good scope for original work. The movement known as 
Socialism* is, at its bottom, mainly a result of the bad system of 
distribution. In the modern industrial society, the productive 
capacity has increased tremendously. On all sides we sec gigantic 
factories, mills and farms. Now, such an increase in the scale of 
production of wealth should be ordinarily associated with the rich- 
ness of all the members of the society. This, however, has not 
been the case. On the one side we see the rich, the capitalists who 
are getting richer daily, and who spend their lives in luxuries of 
all sorts and description. On the other side are to be seen ihe 
poor, labourers, and cultivators, who have to live on in sufficient 
food, clothing and shelter. And while the masses do not get even 
the chance of satisfying their elementary wants, thousands of tons 
of coffee are burnt in railway engines in Brazil and hundreds of 
tons of cotton destroyed by U. S. A. each year ! What is the 
reason of this great paradox ? A very important reason is that 
problem of distribution of wealth has not been properly solved by 
modern communities. Capitalists do not give to labourers 
and cultivators their fair share of joint product. Thus a large 
part of wealth produced goes to a handful of men, while the large 
majority gets only a small part of it. The correction of this evil 
s)'stcm of distribution is an important aim of Socialism. This line 
of thought has made the subject of Distribution the most important 
branch of Economics. 

5. Public Economics 

Besides studying these four branches of Economics, we shall also 
study economic problems faced by the modern Government, The 


4SociaIism is one of the most important international movements of today* 
Lit^turc on Socialism is increasing rapidly. The variance in opinions on this 
subject^ is also tremendous . A case for Socialism has been made out by Spargo and 
Amcr in EUmz^s of Socialism^omd agmnst it, by Hernshaw in A Stffviy of Socialiim. 
For an impartial study, sec my .Sbrw/i jttj wUhotU Prejuduc* 
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exchange and distribution are the 
steins which support the top. The 
analogy may be completed by 
comparing Public Economics with 
a gardener, who exercises super- 
visory powers and sees that the 
economic tree grows to the full 
and natural height, who protects 
and waters it, or cuts and prunes 
it according to the requirements 
of the moments. 

We shall now describe the 
relation of each department of 
Economics with all the other 
departments. 

1. Consumption and Production 

The relation between con- 
sumption and production is quite 
intimate. Consumption makes pro- 
duction possible. Goods are pro- 
duced only because they are con- 
sumed ; if certain goods arc not 
likely to be demanded for con- 
sumption, they will not be pro- 
duced. Nobody will think of 
producing books in the land of the 
illiterate and liquoi's and intoxi- 
cants in the land of complete abstainers. Again, it is the consump- 
tion which makes people fit to carry on production. Just as 
consumption makes production possible, similarly production makes 
consumption possible. Goods can be consumed only if they are 
produced; and if they are not produced, they cannot be consumed. 

Consumption also determines the nature of production. Producers 
produce only those things which are demanded for consumption. 
During the war time the demand for arms and ammunitions increases 
enormously, and these things are produced even to the neglect of 
other goods. In peace time the demand for the destructive goods is 
small and their production is correspondingly low. It is interesting 
to note how the nature of production changes with a change in 
fashions and tastes. Tliere was a time when felt caps were largely in 
demand and were, therefore, produced in bulk. But now they 
have been replaced by Gandhi caps ; and production has conse- 
quently shifted from felt caps to Gandhi caps. Just as consump- 
tion determines the nature of production, similarly production moulds 
the character of consumption. People can consume only those goods 
which arc produced ; and by discouraging or encouraging produc- 
tion of certain goods, their consumption can be reduced or in- 



Fig. 3 Showing the economic 
tree. 
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creased* Under the Congress regime, for instance, the production 
and use of liquor has been prohibited in certain areas and the drink- 
ing of tea and milk popularised* The discontinuance of the 
production of liquor and the encouragement of the production 
of milk and other beverages has been having its effect on the 
nature of consumption. 

C *nsumptioii also Ihwts the extent oj production^ Producers tty to 
anticipate consumer’s demand for certain goods and produce 
it only to the extent of the likely demand. If they exceed this limit, 
their goods may not sell, and they may suffer a loss. Production^ 
similarly^ sets a limits to consumption. People, of course, cannot 
consume more than what has actually been produced 

2. Consumption and Exchange 

Consumption in the modern society depends upon exchange. 
In primitive society, the relation between wants, efforts and satis- 
faction was direct. As soon as a want was felt by somebody, he 
made an economic effort, and the want was satisfied. If a man 
felt hungry, he plucked wild fruits and appeased his hunger. Under 
this sy tem, exchange was not necessary ; wants were satisfied 
wirhouts exchange ever coming into the picture. But that state 
has long passed away. Nowadays consumption is not possible 
with exchange, Min has now become a specialist and whatever 
he produces has to be exchanged for the objects of his consumption. 
Not only this ; economic efforts are now made into groups. Each 
group obtains an income by the exchange of goods jointly pro- 
duced ; this income is then distributed among the members of the 
group. The latter, again, exchange the individual incomes for the 
objects of their consumption. Exchange has thus become inevitable 
for making consumption possible. Consumption is similarly essential 
for the existence of exchange. Unless a thing is an object of consump- 
tion (directly or indirectly), it cannot be an object of commerce as 
nobody will ever purchase or sell it. 

Under exchange we discuss value-in-exchange ; under consump- 
tion,vaIue-in-use. And valuc-in-exchange depends, to a consider- 
able extent, upon valuc-in-use* This tic binds consumption and 
exchange closely together. 

3, Consumption and Distribution 

The relation between consumption and distribution is very 
intimate in modern society* It is the necessity for consumption 
which leads men to make efforts. Productive efforts arc nowadays 
co-operative and joint. Hence, the joint produce, or the income 
derived from its sale, belongs to all the members of the productive 
group. This joint income is distributed among the members who then 
purchase and consume the objects of their desire. Evidently, then, 
consumption in modern days takes places only after distribution has 
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been accomplished. Again, the nature and volume of distribution de- 
termine the consumption of society. If distribution is favourable to 
some and unfavourable to others, the former will have plenty to 
consume at compared with the latter whose consumption will be 
limited. The consumption of an individual, again, depends upon 
his income or the share of the national dividend he gets ; and the 
size of national dividend upon actual production. 

4. Consumption and Public Economics 

Consumption is a field wherein the State finds ample room for 
interference in order to augment social welfare. The btate inter- 
ference is sometimes so drastic and far-reaching that the consump- 
tion of a particular article is altogether prohibited. Such a step is 
taken only in case of those commodities which are extremely harm- 
ful. Liquor is such a commodity ; so its consumption is sometimes 
prohibited by the State. The Congress governments have 
adopted the policy of prohibition due to this reason. The Govern- 
ment sometimes impose a less severe restriction in the form of a 
tax. When a tax is levied on a particular commodity, its price 
generally tends to rise. When people find that they have to pay a 
higher price than before for a certain article, they reduce, ifanot 
actually give up, its consumption. The State intervention in m ny 
other cases is very moderate ; it takes the shape of simple supsnis ion. 
For instance, the Government of U. P have taken soriie steps to 
guarantee the supply of pure ghee. The supervision with regard to 
the true weights and measures is also an example. Such supervi- 
sion improves the quantity, or quality, or both, of consumption if 
it is effective. 

Public Economics depends upon consumption in certain ways. 
Necessity of the regulation of consumption is one of the reasons 
for the existence of a Government. Again, the income of the State 
depends to a certain extent upon consumption. The Government 
may expect to derive a certain amount of revenue from a tax im- 
posed on the consumption of specified articles. But if the price of 
these articles goes up as a consequence and people reduce their 
consumption for this reason, the expectation of the Government 
may not be realised and the budget might show a deficit. 

5. Production and Exchange 

Production depends upon exchange. In modern days, production 
is carried on, not so much for the personal consumption 
of the producer, as for sale in the market. It means that almost all 
the goods produced are exchanged; and the goods which cannot be 
exchanged are not produced. As a matter of fact, the process of 
production is not complete until the goods produced are placed in 
the hands of final consumers; and exchange is the connecting link 
between ■ production • and consumption.- Exchange . makes possible 
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Public policies also take into consideration the existing system 
of production and are so designed as not to injure it, and if possible 
to encourage it. Moreover, the income of the State is derived 
from taxes on the production of various commodities ; and the 
larger the production, the greater the public revenue. Again, the 
larger the production, the greater the income per head and the 
larger the taxes on income and on personal consumption. 

8. Exchange and Distribution 

Whatever is produced by a group of producers is meant for 
exchange, and is sold in the market. The amount realized is 
distributed among the agents of production. In a modern society, 
then, exchange is a condition precedent to distribution. Again, 
the amount received by an agent is used by him for the purchase of 
the articles of consumption. Distribution is thus necessarily 
followed by exchange. Moreover, the amount to be distributed 
depends upon the price at which the goods produced have been sold. 
Exchange, thus , determines the volume of distribution. 

Exchange is also influenced by distribution. If the volume of 
distribution is large, the income per head will be substantial and 
the things that the people will purchase (exchange) will be equally 

voluminous. 

♦ 

Exchange and distribution are very intimately linked together 
for another reason as weJl. Exchange studies the problem of the 
determination of price in general. Distribution relates itself with 
the study of the determination of the price of specific objects, 
the factors of production. Distribution, as such deals with certain 
special problems of exchange. 

Public Economics has to deal with several problems of exchange. 
The entire exchange mechanism, and every link of that mechanism, 
is kept in tact and order by the strong Governmental legislation 
and administration. The problems of the issue of metallic currency, 
the supervision of the banking system, the gradation and standardi- 
zation of commodities, the weights and measures are also solved 
by the Government. If the Government neglect any of these duties, 
the delicately poised exchange mechanism may collapse and may 
bring ruin to the entire economic system. Exchange, as such owes 
much to Public Economics ; and the latter derives many of its 
problems from exchange. 

10. Distribution and Public Economics 

The State plays an important part in determining the nature of 
distribution. In a communistic State, the distribution of income takes 
place according to the wants of its members. In a socialistic State, 
on the other hand, distribution is according to the capacity of, or the 
work done by, each member. In a capitalistic economy, the prin- 
ciple is that of demand and supply. Even in the latter, where the 
State interference is minimum, the Government try to correct the 
injustice done to labourers through factory law^, public health pro- 
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CHAPTER 5 


ECONOMICS IN RELATION TO OTHER SCIENCES 


Because of the organic connection of these relations, their coninion origin, 
\lan, and because ILconoinics deals with the tndiv'idual^ as he is, it ^is impossible 
wholly to dissociate the social sciences, and particularly im{X)ssiblc to divorce Econo- 
mics completely from Ethics and Politics. This does not mean that these sciences arc 
all one and cannot be profitably sub-divided. On the contrary, bccauK of the 
limitations of human mind, they must be studied separately so far as is possiblc.-^-Ey'. 

§ 1 . SEPARABILITY OF ECONOMICS 

Economics is a science quite separate from other branches of 
knowledge. This does not mean that Economics has no relation 
whatever with other sciences. No subject, in fact, can be separated 
by any definite line of demarcation from all others ; in some man- 
ner, more or less remote, all knowledge is related to all other. This 
is also true of Economics which has close intimacy with other 
sciences, all of which have richly contributed to its growth. It has 
been aptly remarked that “the economist takes from all sciences, 
by turns, all facts which bear upon the one subject, wealth ; con- 
siders them only so far as they bear thereon ; and puts them toge- 
ther and builds them up into a ‘body of knowledge’ which he calls 
Economics.” Had the assistance ot other sciences not been avail- 
able, Economics would have been quite different from what it is 
at present. 

The intimacy of Economics with other sciences is very natural. 
Since the mind that has developed the various sciences is one and 
since many of them study the same object, namely, Man, there is 
a fair degree of unity, resemblance and interdependence between 
them. Economics is a separate science only in the sense that there 
is a definite and distinct field of study which constitutes the subject- 
matter of Economics ; but it is, on that account, not cut off from 
other sciences. 


§ 2, TYPES OF SCIENCES 

Sciences can be divided into two broad categories : (1) those 
which study man ; and (2) those which study physical facts, e. g.. 
Chemistry, Physics, etc. The former are called Human Sciences and 
the latter Physical Sciences. Human Sciences are subdivided into two 
classes ; (a) those which study human being as a unit of society and are 
called Social Sciences', they are grouped under 6’ocio/o^y : and (Jb) those 
which study man as an individual, e. g.. Psychology and Physiology 
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will work hard and sincerely and the country, will be rich. In 
a badly unjustly administered country, on the other hand, 
people will reluctantly cut down production to the mini mu tn and 
the country will remain poor. Again, the system of consumption, 
production, exchange and distribution in capitalistic countries like 
England and America, is quite different from what it is in fascist 
countries or in a communistic country like Russia. 

*^6 nature of Government is, in its turn, dependent upon cco* 
nomic conditions. The Government in the hunting stage was 
different from the Government in the handicrafts stage and the latter 
very much dissimilar from the present-day Government. 

The absolute inseparability of Economics and Politics is testified 
by Public Economics which is common to both the sciences. Public 
Economics can be broadly devided into Economic Activities of the 
State and Public Finance. 

The connection between Economics and Politics has become very 
close during recent years. The extreme form of this closeness is 
to be found in Russia where the Government mostly owns, 
operates and controls the entire economic system. The same is 
true, to a great extent, of fascist or totalitarian States. The 
capitalistic and democratic countries like England and America 
have also drifted to the principle of controlled economy and 
economic planning in order to solve their economic problems in 
partial imitation of Russia, Germany and Italy. During the 
World War II, this control assumed absolute and thorough character 
in almost all the countries of the world. In India the control of 
the Government has always been considerable^ The slackness of 
the people to take to new ventures naturally led the Government 
to start their own enterprises. Railways, canals, etc., arc all 
Government properties. The State intervenes in various econo- 
mic spheres less directly through Agricultural Department, Co-ope- 
rative Department, Industrial Department, Nation-building De- 
partments, etc. 

Economics and Ethics 

Economics studies how wealth may be earned and spent. Ethics 
is the science of proper or right conduct. Since wealth is to be pro- 
duced and consumed in the right way and since the right conduct 
of life includes the earning and disposition of the requisite wcalt^ 
Ethics and Economics are intimately connected. All cconotmc acti- 
vities have an ethical aspect, as all ethical activities have an eco- 
nomic aspect. Each science has to recognise, respect and draw 
upon the other science.® 

■ ■ } 

2“SiXJCc Economics, like Ethics, is primarily a Soc'al Science, tht true 
Xiomic action must In the long nm be an ethical action. The modem «onomist dm 
become jmt as mindful of the ethical aspects of every economic problem ^ 
modem moralist has been forced to recognize the economic side of h'* ^hicai pi^ 
blem'*. *‘What ts ethically adv’antageom must in the end also be profitable to n 
buslncrs world”. — Sellgman 
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Economics as a positive science formulates the principles according 
to which rent, wages, interest and profits are determined. In the 
payment of all these rewards, the question of ethical justice enters. 
Positive Economics has to take account of these factors. Economics 
as a normative science sets up the ideal to be pursued in the economic 
sphere. It tells us what is fair rent, fair wage, fair interest and 
fair profit. It gives us the concept of just price, just taxation and 
just expenditure. All this work involves definite and certain ethical 
deliberation. Here the relation between Economics and Ethics is 
very close. The closeness becomes quite prominent when we con- 
sider Economics as an art. In the suggestion of the ways and means for 
the achievement of an ideal. Economics must act according to ethi- 
cal dictates. If it means to act against ethical principles, it will be 
looked down upon and nobody will pay attention to it. For instance. 
Economics must not prescribe theft as a remedy of the poverty of 
-the masses, for its moral effects will be very bad. People will pro- 
bably begin to think that stealing is legitimate; an era of uncertainty 
and immorality will set in, which will check all progress. It is 
thus clear that Economics depends on Ethics to a fairly large extent. 

Economics and Jurisprudence 

The science of Law or Jurisprudence lays down what 
people may or may not do. The economic life of the nation 
is shaped by its legal system. If the law of the land ensures 
security of life and property and guarantees that each man 
will get fair remuneration for his labour and that he will be left 
free and secure to ’enjoy the fruits of his labour, people will get 
unlimited incentive to work, production will increase, and the 
country will be economically well off. But if the legal code does 
not provide security of life and property and allows some members 
of the society to appropriate a share of the product of others’ 
labour, the productive mechanism will slow down, and the country 
mil be economically poor. At the time of the break-up of Moghul 
Empire in India, for instance, there was much disorder and 
danger to life and property, with the result that economic develop- 
ment of the country greatly suffered. But the maintenance of peace 
^d order within the country later on proved very favourable for 
its economic progress. 

The effect of Law on Economics is very well shown by the 
inheritance laws, say of England and India. In England the law 
of primogeniture (that is, the inheritance of the property by the 
eldest son) has led to large holdings and concentration of land in 
few hands. In onr country, the law of equal inheritance has 
brought about exactly opposite results, namely, small holdings or 
possession of tiny plots of land by a large number of people. Al- 
most every aspect of economic life, like trade, transport, combina- 
tion, monopolies, weights, measures, adulteration, banking, currency, 
etc., arc fashioned by the la^v relating to it. 
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side were economists like Mill, Cairnes and Leslie who showed 
their disinclination towards the application of Mathematics which, 
in their opinion, was barren and useless to Economics. 

This controversy has now been set at rest and the usefulness of 
the application oi Mathematics to Economics, which constitutes the 
subject-matter of Mathematical Economics, is well realised. 
Economics is, in fact, rapidly becoming mathematical. The 
mathematical method stimulates precision of thought and clarifies 
the relationship between economic factors, like demand, supply and 
price, in an admirable way. But too much dependence on it 
leads to economic toys and useless mental gymnastics. If used with 
proper precautions, it has the possibilities of showing good results, 

TEST QUESTIONS 

1. Is Economics an independent science ? Give reasons. 

2. Give a classification of sciences. What are the important social sciences? 

3. “Economics is closely related to all social sciences,” Do you agree ? If 
so, ^vhy ? 

4. Is Economics related to Physheal Sciences ? Illustrate your answer. 

EXAMINATION QUESTIONS 

U. P, Inter. Arts 

1. What is the subject-matter of Economics ? How is Economics related to 
other social sciences ? Explain fully. (U. P., 1948) 

2. Discuss with examples the relation between economics and psycholouv. 
(1944) 

3. Explain and point out the relationship of economics to geography and 
politics, (1943) 

U. P. Int. Com. 

4. Show in what manner Economics is related to other sciences? Illustrate. 
(1949) 

5. ^Vhat is the subject-matter of Economics ? How is Economics related to 

other social sciences ? (1948) 

Rajputana, Int. Arts 

6. What is Economics ? Discuss its relations to other sciences. (1119) 

Banaras Int. Com. 

7. Define Economics. Examine its relation vnth other sciences. (1917) 
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aware. A law' may be statutory, or moral, or customary, or 
scientific. 

Statutory Laws are the ordinances of the Government and require 
the members of the State to do or not to do certain acts. For 
instance, the Indian Criminal Procedure Code requires a man not 
to cause physical injury to any person ; such an offence is punish- 
able by imprisonment and other penalty. These laws are generally 
enacted by a particular State which enforces it within its jurisdic- 
tion ; outside this limit, they are inapplicable. Those who break 
the law are punished. Statutory laws are not fixed in character 
for all the time to come ; and are amended from time to time. 
From the above account of statutory laws, their difference from 
economic laws becomes fairly clear. Economic laws are not passed 
by any particular State 5 nor is their operation restricted to any 
particular country. They are the expressions of human tendencies 
and are true of all human beings and of all countries. They do not 
enjoin people to do or not to do certain acts. Nor are their offen- 
ders punished by any authority. 

Moral Laws are the laws dictated by moral and ethical considera- 
tions and require men to act in accordance with those dictates. 
For instance, the ethical commandments to speak truth and to be 
kind to others are moral laws. Offenders of such law’s are supposed 
to be punished by the Almighty in this world and the w'orld to 
come. Economic laws are definitely not of this nature. They are 
not moral commandments ; nor do they call the wrath of God upon 
the offenders. 

Then there are Customary Laws, that is, the laws established 

by customs and traditions. 

In Hindu society, for 
instance, there are definite 
customary laws regarding 
the ceremonies to be per- 
formed at the time of 
marriage or death of 
somebody. Economic laws 
arc, of course, different 
from customar)' law's. 

Finally, there are Seim- 
life Laws w’hich establish 
relationship between cause 
and effect. Economic laws 
perform exactly this func- 
tion. Therefore, economic 
law's arc scientific law's. 




^ CUSTOMARY 
LAWS 


statutory 

LAWS 


MORAL 

LAWS 


Fig. 5. Showing the various kind of laws. 
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The Inexactness of Economic Laws 


Economic^ laws, as said above, arc the statements of certain 
human tendencies. In other words, they simply state that under 
certain circumstances, human beings tend to act in a certain fashion. 
They do not assert that a man must necessarily behave in the stated 
way. Human beings have free will and they may or may not act 
in that manner. Economic laws only say that they will most probably 
act in a particular fashion under particular circumstances. 

This point may be easily illustrated. The law of demand states 
that if price rises, ^ the demand will fall. This is what usually 
happens in daily life. But there arc cases when the demand rises 
immediately after a rise in price. During the war period, for 
instance^ the prices of arms and ammunitions rise up sky-high, but 
still the demand for them goes on increasing tremendously. Again, 
suppose Pandit Nehru comes to Allahabad and nobody can see him 
unless he wears a Gandhi cap. In such a ease the demand for 
Gandhi caps will increase tremendously even if the price of such 
caps rises fairly high. 

It must, however, be admitted that there arc ccitain laws in 
Economics which arc exact under all circumstances. The lavr of 
diminishing returns, is such a law. After a certain point in culti- 
vation is reached, the application of each successive dose of labour 
and capital is bound to yield diminishing returns, provided other 
things remain the same. This law has two assumptions, namely, 
the arrival of a certain point in cultivation and the unchangcablc- 
ncss of other things. If these two assumptions obtain in practice, 
the law will definitely operate. There is no exception to this law. 

We conclude, therefore, that some economic laws arc absolutely 
correct but a large number of economic laws have an element of 
uncertainty or inexactness. The reasons for this inexactness are 
mainly, two. Firstly, men and women whom Economics studies 
arc living beings and possess free will. Their acts arc, as a conse- 
quence, so variable and uncertain that the best statements of 
tendencies about the human conduct must necessarily be inexact 
and faulty. Secondly, economists do not have the facility of 
performing experiments under desired conditions, as can be done 
in a laboratory, so that absolute correctness in the formulation of 
the laws is not possible.” 


2 Since an economist am ver>^ r:xrcly experiment he wvn conteni himvrJf with 
watering the changes that take place in conditions and their results and ar^jinnt: 
as to ihe meaninr? of his obsen*ations. ft is largely due to tins far* 

Jaws arc far less dermile, and open to many more cxcepimns. thm u the m 

sciences svherc systematic experiments arc 

that we have not owlooked some change m the rondumns, that hai t.aken pfa^e , 
and even serious students may thus he muled and f 

whicli in ii.i5 had )i!t!e nr nothmc; '"'‘'V jV m 

have overl(X)ted the mie ea<w nr eaiWJ. .See MnreJand. /e.r>.;./i 

pp. 0-7. 
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Economic Laws Compared with Physical Laws 

Economic laws arc not as accurate as the physical laws which 
arc absolutely exact. The laws of physical sciences relate themselves 
to physical facts which arc unchangeable, certain and of universal 
application : physical laws, as such, also possess similar charac- 
teristics. Moreover, physical laws can be derived and tested under 
laboratory conditions which helps in their correct formulation. The 
law of gravitation (which states that a body is attracted to 
the ground), for instance, is a physical law and is exact and 
certain. Whether you throw a hat or a coin in the air, it must 
come down ; and whether you do so in Allahabad or in Calcutta, 
in London or in New York, is also immaterial. Similarly the 
attraction of iron by a magnet when both are placed near each 
other is a fact of invariable exactness and universal application. 
These illustrations show that physical laws are absolutely exact 
and universally applicable. If we compare economic laws with 
physical laws, we find that our laws arc inferior to physical laws 
in points of exactness, invariability, and universality of application,* 
for reasons already explained. 

Marshall observes that there are no economic tendencies which 
arc as steady in operation and as precisely measurable as jgravitation 
and consequently there arc no laws of economics which can be com- 
pared with the law of gravitation. But they can be very well com- 
pared with the laws of tide which arc not always exact — their ope- 
ration may be obstructed by heavy rainfall or strong wind. In 
the opinion of Marshall, as such, the laws of Economics should 
be compared with the law of tides rather than with the law of 
gravitation.'* 

Economic Laws ate the Most Exact Social Laws 

Economic laws arc not so exact as physical laws, but they arc 
the most exact of all the laws of social sciences. The reason why 
economic laws arc superior in point of exactness to all other social 
laws is that economic motives can be measured by the measuring 
rod of money, while no other social science has the facility of any 
quantitative measurement. In Economics motives arc measured 
by money — rupees, annas and pics. If you want a pen and will 
offer Rs. 10 for it rather than go without it, the intensity of your 
want for the pen can be measured by Rs. 10. Similarly, if you 
will charge 4 annas for typing out a page, the displeasure of typing 
out a page can be measured by 4 annas. This privilege of mea- 
surement, which is denied to other social sciences and is available 
to Economics, goes a long way in making Economics fairly exact — 
more exact than any other social science. 

■ 3Prof. Robbins argues that c'onomic laws arc as precise, within the limits of 
the assumptions, as, or even more precise than, physical laws. See Robbins, The 
Nafure and Significance of Economic Science. Also see Knight, Scientific Method in Eco- 
nomies, in the Trend of Economics (TugtvcU). 

4MarshaU, Principles of Economics, pp. 31*32. 
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§ 2, METHODS OF ECONOMICS 

Every science arrives at its conclusions, generalisations and laws 
through some logical process. This logical process by which we 
arrive at generalisations or laws of a science is known as its method. 
Economics makes use of two important methods, namely, the deduc- 
tive method and the inductive method. 

Deductive Method 

Under the deductive method, certain basic propositions regard- 
ing human nature are taken for granted and from these propositions 
broad generalisations are derived. For instance, it is a fundamental 
fact that all men die one day. Smith is a man. Therefore, he 
will die one day. This is a simple example of the deductive me- 
thod. Jevons aptly describes deduction as ‘^getting knowledge from 
other knowledge.’’® A large number of economic laws has been 
discovered in this way. The economic law of diminishing utility 
has been arrived at deductively. We know that men do not gene- 
rally attaclras much importance to the second unit of an article 
as to the first ; and not so much to the third as to the second; and 
soon. From this psychological fact it has been deduced that as 
the stock of a commodity increases, the utility of each additional 
unit goes on diminishing, other things remaining the same. 

Early economists made use of the deductive method alone. 
But the exclusive devotion to the deductive method, to the neglect 
of the inductive method, misled them. Even the fundamental 
propositions about human nature with which they^ started were 
sometimes wrong ; and they, moreover, did not verify their gene- 
ralisations by actual observations. The laws arrived at through 
such defective deduction were naturally faulty. Undue and ex- 
clusive emphasis on deductive methods thus put the cart of Eco- 
nomics on wrong lines. German economists first revolted against 
this state of affairs and introduced the inductive method in Econ^ 
mics. Since then the popularity of the inductive method has widely 
increased. 

Inductive Method 

According to this method, we first observe the relevant points 
concerning a particular phenomenon, which arc collected in 
quatc quantities and subjected to close scrutiny. From the data 
thus collected, generalisations arc drawn which arc known as la^ss, 

Malthus followed this method in formulating his theory of 
population, namely, that population increases faster than food 
supply. He painfully studied the history of all the important 


SJevom, P- 
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countries of the world ; and from the facts thus collected, derived 
the Law of Population. 

Inductive Method vs. Deductive Method 

It is sometimes debated as to which of these two methods is of 
greater use and importance in Economics. It is the opinion of 
modern economists that both of these methods are important and 
useful. “Induction and deduction are both needed for scientific 
thought as the right and left foot are both needed for walking”.® 
In those departments of Economics where facts and data are not 
easily available, deductive method is largely used as for example in 
Consumption, Exchange and Distribution. But where adequate 
facts and data are available and the fundamental propositions about 
human nature are lacking, as for example in Production, the 
inductive method is generally used. Our subject of Economics 
would have been very imperfect and ill-developed today were 
both these methods not utilized according to their suitability and 
propriety.’ 


§ 3 . ASSUMPTIONS OF ECONOMICS 

Economic laws are ordinarily accompanied with certain condi- 
tions ; in other words, they are limited by certain assumptions. 
They always state that provided such and such things exist, this 
cause wilk lead to this effect. The reason why economic laws 
invoi^^e,as^u^4ptions is that human beings, whom Economics studies, 
-'^■^avelree \jifill and are under certain circumstances influenced by a 
large numl^cr of considerations. All such variable factors cannot 
be taken intoiconsideration at one and the same time. Economists, 
therefore, take certain conditions or assumptions for granted, and 
state what will be the result of certain casual forces under the 
assumed circumstances. 

The most important assumption made by cconom’ic laws is 
“other things being equaV” or “other things remaining the same.''’ The 


6A sentence from Schmollcr, a great German economist, which has become 
classic. 

7AI1 the devices for the discovery of the relations between cause and effect 
which are described in treatises on scientific method, have to be .used in their turn 
by the economist ; there is not any one method of investigation which can pro- 
perly be called the method of Economics, but cver^'’ method must be made service- 
able in proper place, either singly or in combination with others But in some 

branches of economic enquiry and for some purposes, it is more urgent to ascertain 
new facts, than to trouble ourselves with the mutual relations and explanations 
of those which we already have. While in other branches there is still so much 
uncertainty as to whether those causes of any event which lie on the surface and 
suggest themselves at first are both ime causes of it and the only causes of it, that 
it is even more urgently needed to scrutinize our reasoning about facts which we 
already know than to seek for more facts. — Marshall, Pnnddf^s of Economics., 
pp. 29-30. 
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implication of these phrases is difTerent in different cases, and 
depends upon the context in which they arc used. Other assump- 
tions arc the existence of free competition, no-rent land, human 
propensity to be led away by monetary considerations, etc. Some 
pertinent remarks have been made by Marshall on this subject, 
which may be quoted here in toio : 

It is sometimes said that the laws of Economics arc “hypothetical**. Of course, 
likccvc^othcrscicncc, it undertakes to study the effect which will be produced 
by certain causes, not absolutely, but subject to the condition that other tkingi are 
equalj and that the causes arc able to work out their effects undisturbed. Almost 
every scientific doctrine, when carefully and formally stated, will be found to 
contain some proviso to the effect that other things arc equal ; the action of the 
causes in question is supposed to be isolated; certain effects arc attributed to 
them, but only on tlic hypothesis that no cause is permitted to enter except those 
distinctly allowed for8. Tlic assumptions made by certain economists arc not 
exactly true but they arc a near approach to reality. We already come across 
perfectly free competition, but in stock exchange markets and elsewhere, this 
position is approximately reached. No- rent is not generally to be found, but 
land paying negligible rent is not a rare occurrence. Man is guided by religious, 
patriotic, poHlical and other considerations, but a consideration ofwcalthisof 
definite importance. It is clear then that our assumptions arc nearly correct and, 
therefore, the laws based on them arc close approximation to reality, 

TEST QUESTIONS 

1. What arc the connotations of the term Maw* in everyday speech ? How 
do they differ from the economic sense of this term ? 

2. Show how far economic laws arc exact ? 

3. Arc economic laws as exact as physical laws ? If not, what is their 
use ? 

4. “Economic laws are the most exact of all the social laws.** Do you agree? 
Give reasons. 

5. \Vhat do you mean by a 'method* ? What methods arc followed by 
econoxnists ? 

6. Write a short note on “Assumptions in Economics.** 

EXAMINATION QUESTIONS 


U. P. Inter. Arts. 

1. Define Economics and explain how docs it differ from other social 
sciences (1941). 

Sagar Inter. Arts, 

2. Write a short note on Economic Laws (1949). 

Sagar Inter, Commerce 

3. Write a short note on Economic Laws (1949). 

Banarae Int, Arts. 

4. Write a note on Economic3Laws*( 1948), 

Poona Int. Com. 

5. What are Economic Laws ? How do they compare with laws of physical 

sciences ? (1949). 


art been forcefully stated by certain writers in recent times that ccononiic 
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Andhra Int. Arts. 

6. Explain the distinction between an economic law and statute law and 
show how all economic laws arc mere statements of tendencies. (1950). 

7. What is the practical value of study of Economics ? Do your think that 
Economics should be one of the compulsory subjects for University course of 
study in India ? (1944), 

Travancorc Int. 

8. ‘‘Economic Laws arc hypothetical and provisional in character” Discuss, 
(1943). 

Other Universities. 

9. What is the nature of economic laws ? Compare and contrast them with 
the laws of physical sciences. Ho^v do they differ from statutory laws ? (Punjab, 
1930). 

*10. What do you understand by Economic laws ? Distinguish the economic 
laws from each of the following : 

(fl) Covet not what is thy neighbours \ 

(b) Bodies heavier than air fall down^vards ^vhcn unsupported. 

(c) Any person found driving a motor vehicle without a license \vi\l be 

fined Rs. 50. (Delhi, 1928). 

11. What do you understand by the term law in Economics ? Show by means 
of examples how economic laws differ in character from statutory laws, (Delhi 

12. Discuss the value and limitations of the chief methods of study of Econo- 
mics. (Calcutta. 1932). 

13. Explain the nature of economic laws and show how “ Economics docs 
not give us conclusions directly applicable to Policy. ’ (Bomba/, I. Com, 1939). 

14. What arc Economic Laws ? How do they compare with those of Physical 

Sciences ? (D. Com., I. M. G., 1937). 
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An example will make the new improvement effected under this 
stage clear. Suppose a man wants a chair. In the first stage of 
direct efforts he will prepare it himself. In the second stage ofin- 
direct efforts, it will be prepared by the carpenter ; and the man, 
who wants it, will get it from him in exchange for some other thing, 
say, cloth, which he (the consumer) has produced. In the third 
stage of industrial grouping, the chair will be prepared not by one 
man but by a number of men working in a group. Thus one man 
may fell trees ; another may bring them to the place of work; a 
third may cut them into planks ; a fourth may make a chair out of 
the planks ; and a fifth may varnish it and give it the finishing 
touch. Five persons working jointly prepare the chair. 

The above example of the preparation of chair in the third 
stage raises an important question : When five persons prepare a 
chair, to whom does it belong ? Naturally, it belongs to all of them. 
And whatever they get by bartering it, is distributed among them 
equitably. The share of each individual enables him to satisfy his 
own wants. 

In the third stage, then, the feeling of wants leads to efforts 
which are combined and joint. Combined efforts bring the satis- 
faction of the group through exchange. The individual member of 
the group obtains satisfaction through the distribution of the earn- 
ing of the group. The following diagram makes it clear ? 


STAGE III 


Exchange Distribution 


Wants Efforts Satisfaction 

of an as a mem- of wants 
indivi- ber of a of group, 
dual. group. 


Satisfaction 
of wants of 
individual 
members. 


4. The Stage of the Use of Money 


Hitherto exchange took the form of barter. Articles where ex- 
changed for articles ; money had not yet come into^ use. But the 
barter system had several difficulties, to solve which money was , 
introduced. 


The introduction of money all the more lengthened the 
chain of wants, efforts and satisfaction. Whatever was pro- 
duced under co-operative production, began to be sold lor 
money, and the group now obtained a certain money income, i he 

income of the group began to be distributed among the individuals 

composing the group, thus resulting in the obtainment ^"“Vicluals 
incomes. With this income each individual could purchase the 
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article or articles he required and obtain satisfaction. This is the 
present stage of economic evolution and is illustrated below: 


STAGE IV 


Exchange Distribution Exchange 


JV ant t Efforts Income 

of an in- as a mem- of a 
dividual her of a group 

group 


Income 
of an in- 


dividual. 


Satisfaction 
of wants of 
an indiv- 
dual. 


§ 2. ECONOMIC ORGANIZATION OF THE SOCIETY 

The above is the history of economic activities of the individual. 
Now we shall describe the various stages through which the 
economic organization of society has passed since the earliest times. 
They are: (i) the hunting and fishing stage; {ii) the pastoral stage; (iii) 
the agricultural stage; (iv) the handicrafts or commercial stage; and 
(v) the industrial stage. 

1. The Hunting and Fishing Stage 

In early times, men used to support their lives by hunting and 
fishing. In this stage the wants of human beings were very limited 
and could be easily satisfied. For instance, when a man felt hungry, 
he just plucked some wild fruits and leaves or went afishing. If he 
wanted something to cover his person, he made use of barks of trees 
or skins of animals. If he wanted a shelter, a cave or a dense tree 
served the purpose. Man depended for the satisfaction of his wants on 
what he found', he did not make anything. W ants were few and simple 
and they were satisfied in simple ways. 

Of all the wants, that for food was the most difficult to be satisfied, and 
shaped the economic life as a whole. The plucking of fruits and plants 
was an easy task, but when it was necessary to kill animals with 
rough instruments, much exertion and skill were required. There 
were, then, times when fruits and plants did not grow due to famine 
or some other reason, and animals became scarce due to fatal 
diseases or due to their flight in large numbers when being chased 
by hunters. When animals moved to some new tract, men had to 
follow them. Population was, therefore, migratory and sparse. On an 
average a man required 70 to 80 sq. miles of land to maintain 
himself. Very often fresh tract would be obtained only by 
dispossessing others,* and this would necessitate wars which were 
common in those days. The vanquished were killed and their flesh 
was eaten by the conquered with pleasure. Prisoners could not 
be allowed to live since they could not be easily fed. Hence canni- 
balism, i.e., the practice of eating human flesh, was prevalent. It should, 
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Fig. 6. Explaining the cvoluiton of the 
economic organization of society. 


however, be noted that 
fishing tribes were more 
peaceful than hunting- 
tribes. They did not 
move from place to place 
very frequently for fish 
increase in number so 
rapidly that they remain 
plentiful in spite of beiag 
caught. This population 
was, therefore, dense and 
fixed. 

The principle of pri- 
vate property had not 
yet made its appearance. 
By private property is 
meant the ownership 
of property by private 
individuals in the hunt- 
ing and fishing stage, 
nobody possessed any- 
thing; whatever was re- 
quired was no sooner 
obtained than it was 
consumed. Each indivi- 
dual was self-sufficient, 
and exchange had not 
yet originated. 

2. The Pastoral or No-“ 

madic Stage 

The next stage of 
economic evolution is 
known as^ the pastoral 
stage. Animals were the 
centre aiound which the eco- 
nomic life was built up in 
those days. Increase in 
human intelligence had 
led to the realisation of 
the value of animals. 
They provided milk and 
wool ; they ensured a 
regular supply of meat ; 
they could also be used 
for riding purposes. Men, 
therefore, began to tame 
useful animals instead of 
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killing them. The supply of milk, etc., imparted an element of 
stability and fixity in their hitherto precarious existence. 

Animals live on grass which grows on pasture lands. The 
domestication of animals is, therefere, closely related tp the avail- 
ability of pasture lands. And the discovery of fresh grazing grounds 
for animals was an important problem which the people of the 
pastoral stage had to tackle. As soon as one grazing ground ceased 
to be useful, they migrated along with their animals to newer areas. 
Men thus used to wander from place to place not for their own food but 
for the food of their cattle. When green grasslands were found, men 
used to live in fixed abodes temporarily. Since food supply was greater 
in this stage than in the preceding one, the population also tended to be 
denser. The necessity of fresh grazing grounds was a fruitful source 
of wars'. But the practice of killing war prisoners was given up in 
this stage, for they could be better utilised as slaves for looking 
after animals and for other rough work. The system of slavery had its 
origin in these days. 

The greater stability and increase in the food supply and the 
practice of keeping slaves, resulted in some leisure which men 
utilised in doing finer and better things. Instruments and imple- 
ments began to be made, and better houses began to be constructed. 
Economic progress had its beginning in these conditions. 

Private property also made its appearance now. Animals were owned 
personally and were given personal supervision. But private pro- 
perty was not yet extended to land. Self-sufficiency continued to 
be the keynote of economic life and exchange did not yet appear. 

’ 3. The Agricultural Stage 

So far man’s existence was precarious, and he was on the look- 
out of a secure source of food supply. An increase in his know- 
ledge and his growing control over Nature led him to hit upon 
agriculture or the tillage of soil as a solution. This was the next 
stage in the economic evolution of society. 

The cultivation of land required people to live in fixed abodes 
and at a particular place. The migratory character of population 
was weakened. Moreover, people began to live together as far as 
possible with a view to ensure safety ; while increase in production 
could support dense population. These facts gave rise to corporate 
living, to hamlets and villages. 

Men had hitherto controlled only animate nature; now he began 
to control even inanimate nature. His productive capacity in- 
creased, became stable and he began to have more leisure. Ideal 
conditions for economic progress were thus created. 

Slaves were very helpful in agricultural organisation for all the 
rough, heavy and exhaustive work could be th^o^vn upon them. 
The system of slavery was, therefore, strengthened in this stage. So was the 
4 
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system of private property. Land became a very useful thing and was 
found limited in supply ; the principle of private property was 
readily extended to it, 

^ Warfare continued even in this stage. Whenever crops failed or 
animals died, or when more land or more slaves were needed, clan 
conflicts took place. Self-sufficiency and absence jof commerce still 
largely remained the characteristics of economic life. 

4. The Handicrafts Stage 

With the passage of time, man’s knowledge and the leisure at 
his disposal increased and he began to ntannfac are small things like 
knives, boats, etc. The numbers of occupations increased ; and 
men began to specialize in certain occupations. Some persons became 
carpenters, others blacksmiths, and still others agriculturists. 
Society was thus split up into a large number of occupations. The 
manufacturing occupations were known as handicrafts because most 
of the work was done by hand. Hence the name the Handicrafts 
Stage. 

Specialization brought exchange on the stage. When men began to 
specialize in one particular occupation, they produced only one or 
few things, and it was necessary for them to exchange their surplus 
produce for other articles which they needed. Exchange or com- 
merce became a necessary economic phenomenon and the trader 
was born. 

In the beginning one article was exchanged for another article. 
In other words, exchange took the shape of barter ^ But barter had 
several difficulties like the need of double coincidence of wants, 
absence of a measure of value, and others, which shall be discussed 
in detail under Exchange, These difficulties led to the invention of 
money, after which exchange took the shape of purchase and sale. 

The first articles manufactured by men must have been weapons 
to kill animals and to fight. Later on useful articles like utensils, 
cloth, etc., would have been prepared. These things began to find 
markets slowly and gradually. As markets increased, merchants 
began to give raw materials to village artisans and get the articles 
prepared from them to order. The system is known as domestic system 
of industry and prevailed before the modern factory system, 

5. The Industrial State 

The pace of economic progress, however, continued ; and in- 
ventive genius of the human race brought machinery on the stage. The 
invention and use of machinery led to such a remarkable change in 
the economic conditions of society that an era of ‘Industrial Revo- 
lution’ was said to have set in. The Industrial , Revolution first 
came in England and covered a century, from 1750 to 1850 roughly., 

1 Exchange of article for article is known as barter ; exchange of an article 
for money, $ak ; and exchange of money for an article, pmehou. 
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.From England it found its way to the other countries of the world. 
The machinery which were newly invented were very costly and 
complicated and were driven by power, as for example, water, steam 
.and electricity. It is this stage to which the society has reached 
today. So important is the part played by power — water, steam and 
and electricity — in modern times that the present-age is knowm as 
the Age of Power.^ 

The introduction of machinery resulted in very fundamental and 
and far-reaching changes. Powerful and costly machinery have 
necessitated the working together of hundreds and thousands of 
workers under one roof. Machinery have increased output trem- 
endously and have lowered the cost per unit thus driving the 
handicrafts out of the field. Big factories are to be seen everywhere 
these days. Big factoi'ies naturally lead to big towns. A factory is 
set up at a particular place usually because the latter has various 
industrial advantages like the availability of raw materials, labour, 
capital, etc. The establishment of a factory brings into prominence 
the industrial advantages of that place and other industries are also 
attracted thereto. After some time it grow’s into a big industrial 
centre. Many a silent hamlet have thus been converted into busy 
industrial towns ; .and big factories and big towns have become the most 
prominent features of the modern society. 

The introduction of costly machinery and the establishment of 
big factories have created a split in the society. The society has now 
been divided into those who owm such costly things, called capitalists ; 
and those w'ho do not possess them and simply work in the factories 
for wages, called labourers. Capitalists and labourers are generally 
at daggers drawm. Labourers fhel that it is they who work and 
pi'oduce things. But still they are given only' a few' annas daily 
while very large profits are pocketed by' capitalists. As a matter of 
fact, these profits should be given to them because it is their labour 
which creates them. Capitalists, on the other hand, feel that they 
invest enormous capital in factories and it is only natural that they 
should get substantial reward therefor. This conflict often leads 
to “strikes” and “lockouts”^ w'hich are unwelcome interruptions in 
the otherw’ise smooth running of the economic mechanism. 

Machinery has enabled man to control Nature and to harness 
her resources for productive purposes. Production has, therefore, increas- 
ed enormously. It has been associated with a corresponding increase 
in trade and commerce w'hich have become international. Trade 

2\Ve are not only using steam power and electricity but also water power far 
more efficiently than ever before chiefly to gener.ate electricity. Perhaps wind 
power alone is used_ less than formerly, and we shall doubtless find ways to store 
up the force of the wind in the shape of electricity, too. tVe are using the direct 
rays of the sun and the force of tides, and proposals have been made to use the 
earth’s internal heat. For this reason our modem economic stage is often called 
thc^'age of power’’ — B. G. Bhatnagar, Outlines of Economics, pp. 36-37. 

3\Vhcn labourers refuse to work, a “strike” 's said to have taken place ; but 
yvhen factory-owners close down the factories and refuse to give work to labourers, 
it is said to be a “lock-out.” 
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CHAPTER 8 


WHY DO WE STUDY ECONOMICS ? 

The investigation of the conditions of wealth by Adam Smith and his suc- 
cessors has already resulted in the removal of monstrous delusions which a century 
ago profoundly affected the legislation of every civilized country to the inexpres- 
sible injury of the commonwealth of nations. The first fruits of Political Economy 
have been worth a million times the intellectual effort that has been bestowed upon, 
the subject — Walker. 

There are two possible reasons for the study of a subject. It 
may be studied merely for the sake of the pleasure and enlighten- 
ment that the study affords ; this object is called the ‘light- bearing’ 
or theoretical object. Or it may be studied with the object of 
deriving help in practical affairs of life ; this latter object is called 
the ‘fruit- bearing’ or practical object. 

The study of Economics has two-fold importance — theoretical 
as well as practical : in other words, it affords us pleasure as well 
as helps us in practical affairs of life. It is thus better than a subject 
like Philosophy which are only light bearing, 

§ 1 . theoretical ADVANTAGES OF ECONOMICS 

The nature of economic study is such that anybody who takes 
to it is immensely benefited in more ways than one. Economics 
has aptly been described by Marshall as "an engine for the dis- 
covery of concrete truth” 5 and its student develops all the qualities 
which are necessary for this discovery. It, firstly, develops in the 
mind of its student logical efficiency 'and faculty of observation. 
Direct experimentation under laboratory conditions not being pos- 
sible in this branch of knowledge — we cannot catch a man and 
subject him to certain economic forces to see what happens — econ- 
mic laws are arrived at cither by proceeding from broad truths 
regarding human behaviour, or by collecting facts through observa- 
tion. The first method, known as deductive method, affords us a 
better view of man and matter. The second method, known as 
inductive method, makes us acute observers. 

Again, the data that a student of Economics has +o handle are 
so enormous and of so varying importance that he has to pick out 
of them the relevant facts and to set apart the irrelevant facts. 
Economics thus develops the faculty of judging the comparative 
importance of various considerations without any mechanical assist- 
ance, a quality which is of very great value. 

Apart from these qualities which a student of Economics ac- 
quires, he is also benefited by an increase in the total stock 
of his knowledge, and a clear insight into the complicated economic 
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mechanism of which he constitutes a limb; Economics relates to 
him the detailed story of the consumption of wealth | how this wealth 
is produced and what are the factors that contribute to increased 
production ; how exchange takes plach and what fixes the value or 
price of any commodity J how wealth is distributed and incomes are 
earned and why is it that some are rich while others are poor. It 
seeks to show him what place he and his companions fill in the 
economic structure of the nation, how the firm by whom they, are 
employed functions as a part of the business machine and how the 
industry of which that firm is a member is related to other indus- 
tries, and how does it work in harmony with them for a common 
end.^ A. study such as this provokes a sense of serious thought on 
matters of vital importance fay throwing a flood of light on the 
different parts of the economic system to which we are are linked. 

§ 2 . ERACriCAL ADVANTAGES OF ECONOMICS 

Economics is useful not only from the point of view of theory 
but also from the point of view of practice.- Though it is still a 
matter of dispute among economic authorities whether Economics 
can issue rules and regulations for guidance in practical life or not, 
a large majority of economists definitely believes that the practical 
value of Economics is supreme. 

The study of Economics is so many-sided and so vast that it 
throws light on a surprisingly large number of practical aspects of 
human life. It affords practical guidance to house-holders and 
businessmen, labourers and capitalists, reformers and statesmen 
alike. Besides being of much practical importance to individuals, 
it is of great benefit to the society as a whole. 

UTILITY OF ECONOMICS TO INDIVIDUALS 
Utility to Householders 

Let us start from the house which is the most familiar place to 
each and all of us. If we think a little carefully, we will find tnat 
Economics is of undeniable benefit in the conduct of household 
economy. It suggests to the householder the broad principles by 
following which he can get maximum return out of his expenditure. 

It offers to his consideration the Law of Equi-Marginal Utility 
which directs him to spend his money in such a way that the 
utility of the last unit of money spent on each of the various heads 
may be almost equal ; for by following this rule, he can derive 
maximum benefit out of his expenditure. Similarly, Economics 


IThomas, Ekmtnt of Economics, p. 19. 

2Economic Science is chiefly valuable neither as an intellectual i^ymnastics 
jior even as a means of winning truth for its own sake, but as a handmaid of ethics 
and a servant of practice,— Pigou, .In Memoriam : Marshal/, Af:mrials of Alfred 
Marshall, p. 84. 
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emphasises the wisdom of keeping proper family budgets which 
show whether expenditure over various items is being done prudent- 
ly or not. For instance, a man may be spending freely on intoxi- 
cating liquors and drugs or on cinema shows and the like, and this 
expenditure may be so disproportionately large that inadequate 
amount may be left to take care of other important items of ex- 
penditure like food, clothing and shelter. In such a case the heavy 
item standing against intoxicants or the cinema shows will suggest 
that life can be made richer and fuller by diverting this expenditure 
to other more important heads. 

Utility to Businessmen 

Let us now pass on from the household to the business field and 
see how Economics is useful to businessman. In a narrow sense, 
Economics is the science of which business is the art. Economics is, 
therefore, important for the businessman just as knowledge of law 
is important to a lawyer and knowledge of medical science to a 
doctor. The study of Economics, moreover, imparts a habit of 
thought and a familiarity with concepts invaluable to the man in 
big business, who to be successful must have a deep comprehension 
of principles involving a network of mutually dependent pheno- 
mena. The solution of various business problems requires a pro- 
found knowledge of economic principles. Some of the most careful 
students of Economics have been famous business magnates.® 

To give a few examples, the subject of the methods of wage 
payment makes a thorough study of the technique, advantages and 
disadvantages of the various methods in existence and then suggests 
which method is suited under which circumstances. This study is 
of profound significance to businessmen. Rationalization, scientific 
managements, large-scale production, division of labour are other 
subjects of the skme nature and their accurate knowledge enables 
businessmen to avoid pitfalls and follow the best course. 

Professional men, like doctors, professors and lawyers, also 
benefit from Economics in various ways. Economics solves their 
very important problem of devising methods for increasing their 
income. This can be done, Economics teaches them, by increasing 
efficiency ; and ir also states the ways and means of increasing the 
efficiency. 

Utility to Labourers 

Even such a simple man as a labourer can profit from the studv 
■of Economics. Economics tells him the reason why he gets a parit- 
jcular amount as wages, neither more nor less ; and how can that 
amount be increased. It communicates to him the correct picture 
of his contribution to the economic system and if also his wages 
are: proportionate to that contribution. At the same time it also 

SSec Turner, /«#rc(iucf is?: to JSconom/«. 
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makes him realize the importance of the part the entrepreneur plays" 
in economic life. Thus while it encourages him to claim his proper' 
remuneration, it also leads him to appreciate the position of his 
employer, so that his demands may not be unfair. The study of 
causes, effects and remedies of strikes and look-outs and the history 
of trade unions are likely to save a country from uncalled-for and 
unreasonable interruptions in the otherwise smooth running of the 
economic system. 

Utility to Statesmen 

^ If Economics is useful to ordinary labourers, it is no less bene- 
ficial to statesmen. It apprises the practical politician of the 
current economic problems and ' also suggests their correct 
solutions. Politicians make them the political issues of the day,, 
the staples of their activity. There is, however, one distinct field 
of Economics, called Public Finance, where the debt due by the- 
statesmen to Economics is undeniably heavy. Economics teaches 
the statesmen the ways and means of running the finances of a 
Government, and the methods of solving the financial problems as 
and when they arise,, the problems which rank supreme in the 
modern days of increasing State expenditure. 

Utility to Social Reformers 

Social reformer is the first cousin to the practical statesman and 
joins him in his indebtedness to Economics, Social reformers have 
one main' aim, viz*y to increase the welfare of society. Economics 
which studies how social welfare can be increased through material 
means, is as such of great help to them. Many of the economic 
issues can be solved, to a fair degree, by social reform movement. 
Such issues take the form of social problems and fittingly occupy 
the attention of social reformers. For instance, India is facing 
today the problem of over-population. If social reformers start a 
movement in favour of the reduction of population through the 
exercise of self-control and the use of contraceptives and birth 
control devices, much good can be done. On many social problems, 
as for example, caste system, joint family system, and female and 
infantile mortality, Economics has much to say and recommend. 
Social reformers accept the findings of Economics in such cases and 
base their actions on them, 

UTILITY OF ECONOMICS TO SOCIETY 

■Economics also contributes to the welfare of the society as a 
whole, just as it augments the welfare of its each member. 

Individuals arc members of the society, and their actions affect 
the society, favourably or adversely. Economics carefully studies 
tnese individual actions which are injurious to the society as a whole 
and recommends the methods of cheir prevention. The problem of 
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luxury is an example of this nature. Similar is the case with drink- 
ing. If a man is a habitual drunkard, he not only spoils his own 
moral and reduces his own efficiency, ■ but he also passes on this 
evil to others. Economics by its salutary recommendations for 
preventing this injurious habit, does immense good to the society. 

There are, then, certain economic issues which are of direct 
interest to the society. The problems of free trade vs. protection, 
incidence of taxation, gold exports, the development of cottage 
industries and the like, affect the society as a whole. Economics 
carefully studies these problems in the light of social welfare and 
gives its unbiased opinion. Since the most notable trend of modern 
politics has become the suppression of the Individual by the State, 
this being the keynote of Socialism, Fascism and Planned Capi- 
talistic Economy, socio-economic problems are fast increasing in 
number and urgency. 

There are, indeed, some very important social problems to which 
Economics has to address itself. Of all such problems, the problem, 
of poverty is the most stupendous and the most weighty. “The 
conditions which surround extreme poverty, especially in densely 
crowded places, tend to deaden the higher faculties. Those who 
have been called the Residuum of our large towns have little oppor 
tunity for friendship ; they know nothing of the decencies and th- 
quiet, and very little even of the unity of family life ; and religioe 
often fails to reach them... And in addition to the Residuum, them 
are vast numbers of people both in town and country who arc 
brought up with insufficient food, clothing, and house-room, whose 
education is broken off early in order that they may go to work foe 
wages; who thenceforth are engaged during long hours in exhaustinr 
toil with imperfectly nourished bodies, and have, therefore, no 

chance of developing their higher mental faculties Their poverty 

is a great and almost unmixed evil to them. Even when they arc 
well, their weariness often amounts to pain, while their pleasures are 
few; and when sickness comes, the suffering caused by poverty 
increases tenfold.”^ It is broadly true that ‘the destruction of the 
poor is their poverty.’ Economics by studying the causes of poverty 
and suggesting methods of their removal, does real service to a large 
part of mankind. 

/ 

§ 3 . IMPORTANCE OF THE STUDY OF ECONOMICS IN INDIA 

To US in India, the study of Economics is pregnant with great 
possibilities. Ours is a poor country ; the income per head of our 
people • -is • among the lowest • -in • the world. But our productive 
resources are immense ; they can make us several times richer than 
what we are today. Why should, then, we be so poor ? This 
fundamental problem belongs to the domain of Economics and it 
is for our economists to find out the ways and means of making the 
country prosperous and well-to-do. 


4Marshall5 Principles of Economics, pp. 2-3. 
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The problem of Indian poverty is a wide and important issue. 
There are several other problems of economic character which await 
analysis and solution. Should we have a free trade policy or a 
protectionist programme ? Should we revive cottage industries ; and 
if so, to what extent ? Should we export our gold ? Should we 
enforce the prohibition policy ? Should we allow foreign capitalists 
to start factories in this country ? These are only a few of the long 
list of vital problems of India, which require a comprehensive, up- 
to-date and sound knowledge of economic principles and practices 
for their solution. 

TEST QUESTIONS 

1. What are the theoretical advantages of the study of Economics ? 

2. Is Economics a fruit-bearing science ? Show how. 

3. What is the importance of the study of Economics in India ? Discuss fully. 

4. Is a study of Economics useful to a businessman ? If so, how ? 

EXAMINATION QUESTIONS 

U. P. Im. Arts 

1. What is the utility of Economics to a (a) businessman, {b) Statesman ? 
(1948) 

2. What is Economic. ? How far is the study of Economics helpful in prac- 
tical life ? (1945, 1932, 1939) 

U. P. Int. Com. 

3. What is the utility of Economics to a (a) businessman, {b) Statesman ? 
(1948) 

4. ‘Study of Economics is a suitable preparation for a business career. Ex- 
plain. (U. P. Com., 1945) 

5. Discuss the value of the knowledge of Economics for a businessman. 

(U. P. Com., 1943) 

Rajputana Inter. Arts 

6. Discuss the subject-matter of Economics, and write a note on the import- 
ance of the study of Economics with special reference to Indian conditions. 
(Raj., 1943) 

Rajputana Inter. Com. 

7. Discuss the subject-matter and scope of Economics. How far is Econo- 
mics useful in the solution of practical problems ? Give Indian examples. (1940) 

Banaras Int. Com. 

8. What is the subject-matter of Economics ? How is its study useful ? (1949) 

Sagar, Int. Arts v 

9. What is Economics ? How far is Economics useful in relation to practical 

problems ? (1950) 

Other Examination Questions 

10. Discuss briefly the importance and practical utility of the study of Econo- 
mics. * How can you justify the study of Economics ? (Punjab, 1933) 

11. What is Economics? Why have you taken up the study of this subject? 
(Delhi Inter. Arts, 1939) 

12. Explain the nature of Economic Laws, and show how “Economics docs not 
givc*us conclusions directly applicable to policy.” (Bombay Inter. Com., 1939) 

13 What is the practical value of the study of Economics ? Do you consider 
that Economics should be one of the compulsory subjects for a University course of 
stud in India? (Andhra, Inter. Arts, 1944) 
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In common use almost every word has- many shades of meaning, and therefore 
■needs to be interpreted by the context. And, as Bagehot has pointed out, even the 
•most formal writers on econom'c science are compelled to follow this course ; for 
otherwise they would not have enough words at theit disposal — Marshall. 

Every branch of study has some basic terms which are used in 
•certain definite senses and which require explanation. Economics 
also has its basic terms. They will be defined and explained in 
their appropriate places. Here we shall explain the following five 
terms only : Utility, Value, Price, Goods and Wealth. 

§ 1 . UTILITY, VALUE AND PRICE 

Utility 

If we look to our belongings, we will find that all the things we 
possess satisfy some want or the other. If they did not have this 
attribute, we will not care to possess them. Ths capacity of a com^ 
nnodity to satisfy human want or wants, is known as its utility . Pencils 
and cigarettes, books and newspapers, intoxicating liquors and 
drugs, charas and bhang, chairs and tables, all satisfy human wants 
and have utility. 

Sometimes the above statement arouses a question from the 
reader ,; How can such useless and harmful things as intoxicating 
■liquors and drugs, bhang and cigarettes, have any utility ? Thr 
•objection is the result of a confusion between utility and usefulnese. 
Utility has nothing to do with usefulness or otherwise. Utility is 
dimply the capacity of a commodity to satisfy some human want, 
good or bad. The satisfaction of that want may produce good 
result or cause injury ; that is not a material point at all. An in- 
toxicant satisfies a harmful want ; while a medicine satisfies a useful 
want. But since each of them does satisfy some human want, it 
possesses utility. An article “may give pleasure or it may prevent 
pain; it may satisfy hunger or thirst or merely man’s desire to 
•have pleasing articles around him in his home ; it may make its 
possessor neat and clean or it may render ^him drunk or helpless. 
So long as it ministers to some desire of mind or body, it possesses 
utility in the economic sense, although the object of desire may be 
pernicious in its effect on the possessor or on others, or detrimental 
to the comrhunity generally.”^ 


IS. "E. Thomas, Elemcnh of Economics 
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XJtilityj^ then, is the want^satisjying power of an article ; and whe- 
ther the utility of an article ' is great or small, depends upon the 
greater or less urgency of ^ the want it satisfies. Suppose a man 
crossing a desert is very thirsty, so much so that unless he gets a cup 
of water he would die. The intensity of his want for waier in this 
case is very great, and therefore the utility of water is correspond- 
ingly considerable. But suppose, our friend, the traveller, is not 
in a desert but is in his own comfortable house and is feeling slightly 
thirsty i his want for water is not urgent in this case and^ therefore, 
its utility to him will be little. This example also illustrates the 
fact that the utility of an article is variable and not fixed. 

Utility, it should be remembered, is not inherent in a commodity. 
It is, on the other hand, the relationship existing between the con- 
sumer and the commodity. In the above example water remains 
the same in both the places, the desert and the house I but its utility 
is great in the one case and very small in the other. Why ? Because 
the relationship between the consumer and the water is different in 
the two cases. Again take the case of sand. When lying in a desert, 
it has no utility; but when brought to the plains to be used in the 
construction of buildings, it comes to possess utility. The inherent 
characteristics and composition of sand do not change ; but still it 
does or does not have utility according to external circumstances. 
It follows, therefore, that utility does not depend upon the internal 
characteristics of an article but on the external circumstances — the 
relation between the consumer and the article in question. 

Value 

Value is the power of a commidily to command other commodiiies in its 
exchange^^ Briefly, value is power of exchange. You can exchange 
a rupee coin for pens or pencils or fruits ; and all these can be ex- 
changed for money. They all possess value. But sun’s rays cannot 
be exchanged for anything since they are plentiful and free. As 
such, they do not have any value. 

Value of an article measured by the articles which can be had in 
exchange for it. For instance, if one tola of gold exchanges for 50 
tolas of silver, gold is 50 times as valuable as silver, or the value of 
silver in l/50th of that of gold. Value expresses the relationship 
between two commodities, and depends, like utility, upon external 
circumstances. The value of an article is not determined by its 
intrinsic characteristics. 

• An article possessing utility may or may not possess value. For 
instance, sun’s rays, moonshine and rain water possess immense 
utility but they are so abundant and free that nobody has to pay 


9Valuc of a thing simply means the quantity of some other thing for which it 
is exchanged. Thus value is a rcl -tivc term, and implies that one thing in corn- 
oared to another ? if there were one thing in the world, the idea of value could 
not exist because no exchange could be possible— Moreland, OpMt^ pp. J3-1G. 
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anything for them. As such, they have no value. But no article 
can have value unless it has utility ; for nobody will like to pay any- 
thing in exchange for a commodity which cannot satisfy any of his 
wants and is, therefore, absolutely useless.® 

Price 

We have defined value as the capacity of a commodity to com- 
mand other commodities in its exchange. The practice of exchang- 
ing one article for another article is known an barter, which has 
row become almost a thing of the past. Today most of the articles 
are exchanged for money. The amount of money for which an article 
exchanges is known as its price. In other words, value expressed in 
terms of money is known as price. As Moreland observes ‘Price is 
simply a short way of expressing the value of a thing in terms of 
money : to say ‘ the price of ghee is one seer per rupee, ’ is precisely 
the same as to say ‘ the value of one seer of ghee is one rupee.’* 

§ 2 . GOODS 

Meaning 

If you just look around you, you will find yourself surrounded 
with a large number of things which satisfy your some desire or 
the other. The chair on which you sit, the table on which you 
keep your books, the shoes that you wear, the cigarette that you 
smoke and indeed even the sunshine, beautiful scenes, and pleasant 
evenings that you enjoy — all satisfy your needs or desires. All 
these things, material or non-material which satisfy the desires of 
human beings are called ‘Goods.’ 

In everyday life, the term goods is used in the sense of material 
possessions of a man. But the word is also sometimes used in a 
broader sense as when we say it is a great good to a man to be able 
to find recreation in reading or music after his day’s hard work is 


3VaItie-in use and Value-in-exchange. Some c'onomists use the word ' value ’ in a 
slightly different sense. According to them \’alue is divisible into (1) value-in-use 
and (2) value-in-e.xchange. Value-in-use is said to convey the same sense svhich 
utility docs ; in other words, it means the capacity of a commodity to satisfy some 
human want. Value-in-exchange, on the otlier hand, is said to convey the sense 
which the term value docs in the above classification ; in other words, it means 
the capacity of a commodity to command other commodities in its e.xchange. 

The use of the term value-in-usc and value-in-cxchange has been largely given 
up by modern economists. -They use the term utility and value respectively instead. 
Students should, therefore, remember that when the word value is used without 
any addition to It, it signifies value-in-exchange. 

“ The word value, ” Adam Smith wrote, ” has two different meanings, and 
sometimes expresses the utility of some particular object and sometimes the power 
of purchasing other goods which the possession of that object conveys. ” But, 
says Marshall, experience has sho^sm that it is not well to use the word in the 
former sense. See Marshall, Economics of Industry, p, 39. 

4Morcland, Op. Cit., p. 16. 
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done. It fs in this latter, the broader sense, that economists use 
the term goods. 

Marshall defines goods as all those things that satisfy human 
wants. In other words, anything possessing utility is a ^good." 
Goods include not only material and tangible things like books, 
pencils, food and buildings? but also non-material and intangible 
things like love, affection and friendship.® 

^^Goods,” therefore, is a wide term. Their essential nature 
can be made clearer by studying their various classes. Goods can 
be classified (i) according to their material or non-material nature, 
{it) according to their transferability or non-transferability and 
(tit) according to their being free or appropriated. 

Material and Non-Material Goods 

Goods may be maUrial or von-material (i.r., personal). Material goods 
consist of useful material things and of all rights to hold or use, or 
derive benefits from material things. They include physical gifts 
of Nature, land and water, air and climate ; the products of agri- 
culture, mining, fishing and manufacture; buildings, machinery and 
implements ; mortgages and other bonds ; shares in companies, 
patent rights and copyrights. Material goods are all external and 
can be transferred from person to person. 

Non-maierial or personal goods are those intangible goods which 
have reference to a particular person. They may be (i) internal or(ii) 
external. Personal qualities and faculties of a man such as business 
ability, professional skill or the faculty of deriving recreation from 
reading and music, all these lie within himself and are called 
internal. The second class of non-material goods are called external 
because they consist of relation which are with other people bene- 
ficial to him. The chief instances of such relations beneficial to 
their owner are to be found in the goodwill and business connection 
of traders and professional men.® 

Transferable and Non-transfcrable Goods 

Another point of view from which goods can be classified is their 
transferable or non- transferable character. Transferable goods are 
those goods whose owTiership cau be transferred or changed. Books, 
pencils, buildings, good-will and the numerous other commodities 
of trade can be sold and belong to this class. Transferable things 
are not necessarily transportable? for instance, a house is transfer- 
able but not transportable. There are, however certain desirable 


SProf. Pierson obscr\'cs ‘Uvhether %vc can regard things as representing goods 
for us or not depends not only upon their ou*n qualities, but also upon the «trnt 
of our hnowlcdgc, the state of civilisation to v/hi^h v/c have attained, the cliniate 
in 'which wc live, our trades or occupations, the peculiarities of our tastes and 
even upon our age or the ages those for whom wc have to provide.— I icrson. 
Op. Cit., p. 47. 

6^^a:^hnli; Prir.ciplfs oj Eccr.orr.ki, pp. 5^-55. • • , 
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things which cannot be so transferred. Among the non-transferable 
goods are to be included a person’s qualities and faculties for action 
and enjoyment (i. e., his internal goods)*, also such art of business 
connections as depends upon personal trust in him and cannot be 
transferred ; also the advantages of climate, light, air, etc. 

Marshall’s Classification of Goods 

The classification of goods from the point of view of material 
and non-material nature and their transferable and non-transferable 
character may be conveniently combined into one. Marshall has 
given the following classification from this point of view : ‘ 

GOODS 


Non-material or 
Personal 

I 

f 1 

Internal External 


Non-transfer- f Non-transfer- Transferable 

able (skill of Non-transfer- Transferable able (sunshine) (pencils, books), 
a musician) able (Busi- (Goodwill) (4) (5) 

(1) ness connec- (3) 

tion due to 
personal rela- 
tions) 

( 2 ) 

(It should be noted that material goods are always external - 
internal personal goods are absolutely non-transferable.) 

Consumption and Production Goods 

Goods which are consumed for the direct satisiaction of human, 
wants are called consumption goods. The food we eat and the 
clothes we weai*, the books we read and the house we live in, are all- 
consumption goods. The goods which are used for further produc- 
tion of wealth are known as production goods. They produce- 
things which may be used for consumption later ; thus they satisfy 
human wants indirectly. The seeds sown in the field and the raw 
materials used in a factory arc the examples of production goods.'^ 


Material or 
impersonal 

i 

External 


7Goods may be divided into (1) those which arc wanted for themselves and' 
so yield utility directly and (2) those which are not wanted for themselves and so- 
yield utility only indirectly.' Of the first class are clothes, furniture, food, and so 

forth. Of the second class are machines, factories and all instrumental' eoods as 
tlicy may be called. The goods of the second class (indirect goods) derive their 
utility from the uiility of the goods of the first class (direct goods) which they aid. 

us in procuring— Chapman, p/£fonom/«. p. 5. 
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Free (or Unappropriated) and Economic (or Appropriated) Goods 

Some goods arc so plentiful that they can be obtained without 
any payment ; that is, they arc free. Water, sunshine, air and hc-at 
arc Some of the examples. Free goods are not the result of human 
effort or sacrifice. Nature provides them in plenty for the use 
of human beings. That is why they are also called ^gratuitous 
j>oods* or ‘natural goods,* Free goods arc unappropriated in the 
’Sense that they arc not the private property of (or they do not 
belong to) any particular individual or individuals. Such goods 
have utility but not value. 

There are however, other goods which are limited in supply 
and which can be obtained only on payment. Books, pencils, 
houses, clothes and cycles are all economic goods. All the goods 
that are brought and sold come under this class. They are the 
results of human effort or sacrifice and are not the free gifts of 
Nature, Economic goods arc approoriated goods in the sense 
that they belong to certain individuals. Such goods possess utility 
as well as value. Economics is concerned with economic goods and 
not with free goods. 

The land in its original state was a free gift of Nature. But in 
old and thickly populated countries of today, it has ceased to be 
a free good. Wood is still free in some Brazilian forests. The fish 
of the sea arc generally free though some sea fisheries are jealously 
guarded for the exclusive use of the members of a particular nation. 
But wheat grown on free land and fish that have been acquired 
from free fisheries are not free, for they have been acquired by 
Jabour and are consequently sold for money, 

§ 3 , WEALTH 


Meaning 

Wealth may be briefly defined as consisting of all the goods that have 
value. ^ Since such goods are known as economic goods, ‘wealth* 
and ‘economic goods’ have the same meaning. All the commodities 
which are bought and sold are wealth ; those articles which are not 
bought and sold are definitely excluded from the category of wealthy 
though they might possess immense utility* Air, light and heat 
have considerable utility ; but since they have no value and are 
not bought and sold; they are not wealth.® Wealth consists of all 
those articles which are exchangeable. 


8If an article possesses only utility, it is called a good. I£ it also possesses value, 
it is calltd ttmomk good ox wealth. 

9The term 'wealth' is made to mean different things by different economists. For 
an interesting account sec J. K. Mehta, Groundwork of Economics, Oh^ 
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Characteristics of wealth 

An article can have value and be called wealth only if^ it pos- 
-sesses three principal attributes, namely, utility, appropriability and 
scarcity. 

(1) Utility. An article can have value- only if it is capable of 
satisfying some human wan t, t. c., if it has utility. If a commodity 
cannot satisfy any want whatsoever of an individual, he will not care 
to spend money for acquiring it. In other words, it will have no 
value. Without utility, no article can become wealth. 

(2) Appropriability or Transferability. In order to be classed as 
wealth an article must be appropriable that is, it must be capable 
of being made the property of somebody. That nobody will spend 
money or do some sacrifice for the acquisition of an object which 
he cannot call his own, is simple commonsense. Appropriability, 
as such, is an essential attribute of wealth. It implies transferabi- 
lity. Only transferable goods can have value and can become 
wealth. No man will care to pay a price for the mpon, sun and stars 
since they cannot be transferred to him. Things like air and 
sunshine possess great utility and yet are not counted as wealth. 
They fail in the second point of definition : they are supplied 
freely by nature to each and all and are not capable of being 
appropriated and exchanged.* 

(3) Scarcity. \No article can have value unless it is limited in 
quantity, i.e., it is scarce. Scarcity signifies the excess of demand over 
supply. If a thing is so plentiful that its supply exceeds the demand 
for it, it can be obtained without any payment : it will have no value 
and will not be classed as wcUth. ' 

To sum up, an article can have value only if it has utility, is scarce arid 
can be appropiiated. Because wealth consists of those goods which have value, 
therefore vtiliiy, scarcity and appropriability may well be called attributes of 
weallh.^° 

Marshall’s Conception of wealth 

According to Marshall, wealth consists of two classes of goods : 

(1) Those material goods to which a person has private rights of 
property and which are, theref ore, transferable and exchangeable. 
These, it will be remembered, will include not only such things .as 


♦Hall, Elmenfs of Political Economy, p . 3. 

•' lOWcalth should be distinguished from Capital and Income. Capital is that part of 
wealth which is used for further production. Income is periodical flow from capi- 
tal. “The capital of an individual or a community is an amount of wealth in 
existence at a particular moment. The income of an individual or a community is 
'an amount of wealth obtained during a specified period. Capital is being constantly 
converted into income and income into capital, but capital under all times and 
conditions is measured as, a quantity while income is more properly measured as a 
.rate. Capital is a static conception independent of time ; income is a dynamic con- 
ception involving time element.” 

5 
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land and houses, furniture and machinery, but also shares in com- 
panics, debentures, etc. 

(2) Those immaterial goods which belong to him, are external to 
him and serve directly as the means of enabling him to acquire 
material goods. Thus it excludes all personal qualities and faculties 
even those which enable him to earn his living i because they arc 
internal. Wealth is thus used in the sense of economic goods. 

If you turn to the chart given on page 63 above, you will find 
that only third and fifth classes of goods come under wealih, 

Ruskin’s View 

Ruskin was a valiant critic of the material nature of Economics 
as was the case in his times. The material definition of wealth, 
namely, that it consists of all the desirable things that have 
value, did not agree with him. According to him, <‘There is no 
wealth but life : life including all its powers of love, of joy and 
admiration.” Happiness, capacity to love and ability to admire 
things of art, were in his opinion, real wealth. 

Let us examine Ruslin^s contention. The qualities mentioned 
by him are certainly desirable ; hence they are goods. But since 
they have no value though they have a high degree of utility, they 
cannot be regarded as economic goods or wealth. As such, the use of 
the word wealth in the above quotation is wrong. 

What Ruskin really meant was that economists, should change 
their definition of wealth so as to. include in it the qualities mention- 
ed by him. But we cannot do this since these qualities cannot be 
measured by the measuring-rod of economists, namely, money ; 
and what cannot be thus measured, has per force to be excluded 
from our scope. 

However, the nature of Economics has much changed since 
Ruskin wrote. Welfare, normative concepts, ethical problems and 
other like topics are now discussed by economists. Had Ruskin 
beon alive today, he would not have probably made this criticism, 
at least not so bitterly. 

Classification of Wealth 

Wealth may be classified into (i) personal wealth, (U) collective 
wealth, (m) national wealth and (iv). international wealth. 

(<) Personal or Pfioate Wealth, Personal wealth is the wealth 
which belongs to a certain person. The above conception of wealth 
as given by Marshall is that of personal wealth : it includes those 
economic goods which belong to him. and which he can sell; 
Asspciatiqns of persons, companies and clubs, etc.^ are usually 
counted as individuals and the wealth, belonging to. them as pei;- 
sonal wealth.^^ 

HThc debts which an individual owes to others may be regarded as his 
negative wealth and they must be subtracted from hts gross possessions to arrive at 
his true net wealth, 'i 
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(«) Collective or Communal Wealth. The-wcalth owned by Munici- 
pal Boards or Provincial and Central Governments is known as 
collective or communal or social wealth. Public, libraries, public 
parks, roads and harbours are good examples of collective wealth. 
Municipal and Government bodies represent the community and the 
wealth owned by them may be regarded as wealth collectively 
owned by the citizens ; hence the name Communal or Collective wealth. 

{Hi) National Wealth. The term national vvealth is still %vider and 
includes the following items ; 

(1) Personal Wealth of all the members of the nation. 

(2) Collective wealth of the nation. 

(3) Natural advantages possessed by a country, climate, geog- 

raphical position and miner^ resources > and 

(4) Non-material elements like characteristics of the members of the 

nation, and goodwill and reputation of the country. 

Students may raise an objection : iJow can natural advantages 
and non-material elements (in 3 and 4 above) be regarded as wealth, 
since they cannot be bought and sold ? This objection is plausible, 
but it is met by suggesting that the term wealth is used here in 
a broad sense. 

(iV) Cosmopolitan or International Wealth. Cosmopolitan wealth 
includes the wealth belonging to all the nations of the world plus 
wealth shared by all of them in common, as for example, oceans, 
scientific knowledge, mechanical inventions, etc. 

The following diagram illustrates the above classification of 
wealth : 



Fig. 7. Explaining the clatsification of wealth. 

{Note : National wealth includes individual wealth and collec- 
tive wealth.) 

Is Personal SkiU Wealth ? 

Personal skill should or should not be considered as wealth, is a. 
question which very often confuses students. Let us take the case 
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of a surgeon’s skill and decide whether it should be counted as the 
wealth of the surgeon or not* Now, this skill is not iransferabU^ 
although the service which it can render is, of course, transferable; 
Hence this personal skill ts not wealthy though the service it gives rise 
to is wealth* Everybody attaches great value to sunshine; but still 
sunshine docs not possess value in an economic sense — it cannot be 
bought and sold, and consequently it is not called wealth. The 
same reasoning applies to personal skill. 

But the surgeon himself attacheshigh value to it, and may,^in 
fact, ^ard against its Joss by insuring his hands or eye-sight. Such 
skill is, therefore, regarded by some economists as personal wealth. 
But striedy speaking this reasoning is fallacious. 

Similar reasoning applies to the skill of an engineer, the melo- 
dious voice of a songstress, the strength of a wrestler and the nimble 
•fingers of an embroidery worker.* s 

EST QUESTIONS 


What do you mean by Utility ? Discuss fully. 

2. Define value arid price. Distinguish between valucdn-usc and valuc-in- 
c xchangc. 

3. What do you mean by goods ? What is the meaning of ‘economic goods’? 
Give Marshall’s classification of goods. 

4. Give the various classes of goods. 

5. What do you mean by wealth. What arc its characteristics ? 

6. Give a classification of wealth. 

7. , Are slaves wealth ? Will the abolition of slavery prevalent in a country 
diminish wealth ? 

8. Most goods after being sold to consumers can be resold only at a lower 
price : they arc “second hand.” Docs the fall in selling value indicate a decline 
in the wealth of the community ? 

EXAMINATION QUESTIONS 


V, P. Inter Arts 

1. Distinguish between individual and social wealth and state what do you 
mean by ‘cconomic.goods/ (U. P., 1925). 

U, P. Int. Com. 

2. What is meant by ‘wealth’ in Economics? Point out its chief characteristics 
and discuss if the following arc wealth : — 


(a) Health 

(b) Poems of Kalidas 

(c) Taj Mahal 

(d) Goodwill and 

(e) Copy-right of a book. (1951). 


*«‘Thc term ‘Personal wealth' has been applied to distinguish this but although 
clsarly a point to be noted, yet the use of the word ■ wealth without an adjective 
to qualify it is generally held to include only those things eternal to the 

to exclude his personal , energies and abiliUcs.’ HaU,_.£&mfn/r c/ Pohiical 
'^Bemovny, 
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U. P. Inter Com. 

3. Distinguish between Social wealth, National wealth. International wealth 
and Personal wealth. Give three examples ot each, (U. P. Com., 1948). 

’ 4* What do you mean by wealth ? What are its characteristics ? Explain. 
(U. P. Com., 1947). 

Rajputana Inter. Arts. 

5. Define wealth. Discuss whether or not the following come under your 
definition : {a) natural resources of a country , {b) sunshine, (c) a musical voice, \d) 
B. A. degree, (e) copyright. Give reasons, (Rajputana, 19381. 

6. Explain clearly the meaning which is attached to the word ‘Wealth’ in 
Economics. If you were asked to calculate the wealth of India, what items would 
you take into account in your computation ? (Rajputana, 1931). 

Raj Int. Com. 

7. Write note on ‘Wealth.’ (1947). 

Rajputana I. Com. Exam. 

.8. Define wealth, and fully explain the notion of wealth as it is understood 
in Economics. (1941). 

Patna Int. Arts. 

9. Define ‘Goods’, ^vcalth’ and ‘capital,’ What arc the features which dis- 
tinguish them from each other. (I948S.). 

10. Distinguish between value- in-usc and value-in-exchangc. Explain why no 
price is paid for water or air. (1948 Supp. ) 


11. Write note on ‘wealth.’ (1949 Supp.) 

12. Classify goods. Distinguish between capital goods and consumption 
goods. Give examples, (J948 S.) 

13. Distinguish ‘Capital’ goods and ‘Consumption’ goods. Will you classify 
the following : — 

(a) Motor Car of a physician, (b) Bicycle of your college, (c) Sugarcane 
in the hands of a village lad. (d) Sugarcane in the godown of a sugar factory. 
(1947). 

Sagat Int. Arts. 

14. Write note on the term ‘Wealth.’ (1948). 

Nagpur Int, Com. 

15. What arc goods ? IVhat goods are ‘wealth’? Can a thing be wealth to 
one person and not another ? Give examples (1947). 

Nagpur Int. Arts. 

16. (a) Explain the term ‘value.’ What commodities possess exchange value, 
(b) Explain the characteristics of Avcalth. (1948). 

17/ What are goods? What goods arc wealth ? Can a thing be wealth 
to one person and not to another. Give examples. ( 1947), 

Bombay Int. Com. 

18. Write note on utility and value. (1949). 
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Poona Int. Com. 

19. Distinguish between : — 

(i) Wealth and Welfare ; (ii) Free goods and Economic goods : fiii) Value 
and Utility. (1949). ^ > v / 

Andhra Int. Arts. 

20. What is wealth and examine its characteristics ? What is meant by state- 
ment that wealth cons'sts of goods that have exchange value. (1950). 

21. Distinguish between Individual and social wealth ; giving illustrations. 
K ow will you treat private and public debts in these groups ? (1944). 

Other Examination Questions 

22. Define wealth and attempt its classification from different points of view. 
(Punjab, 1930). 

23. ^^There is no wealth but life. Life including all jts powers of love, of joy 
and of admiration. — Ruskin. 

Do you agree with Ruskin's definition of Wealth ? Distinguish between 
Wealth, Capital and Income. (Delhi, 1933). 

24. ^'Utility and scarcity, and these alone are necessary to give things 
value.” Comment on^this statement. (Delhi, 1929). 

25. Are the following wealth : — - 

(a) Good health (^) A picture which nobody appreciates (c) The services 
of a doctor who fails to cure the patient ? 

Give reasons for your answer in each case. (Bombay Com., 1939). 
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CHAPTER 10 

f 

MEANING AND IMPORTANCE OF CONS.UMPTION 

The consumption of ^vealth is, in its only important form a phenomenon which 
cannot be separated from the production of wealth. — Cherbuliez- 

§ 1 . MEANING OF CONSUMPTION 

Human beings feel numerous wants which press for satisfaction 
with varying intensity. Some wants are primary and, therefore, very 
urgent, like the want for food, clothes and Shelter while there are 
other wants which are not so urgent, as for example, the want for 
joy-rides and costly dresses. Whatever the nature of wants, they 
come up for satisfaction, sooner or later. Men satisfy these wants 
by the use of wealth. When they are hungry, they appease their 
hunger by taking food ; when thirsty, they quench their thirst by 
drinking water or orange syrup. The application of wealth for the 
direct satisfaction of wants is known as consumption. 

Wealth, it may be emphasised, may be applied for the satisfaction 
of wants directly or indirectly. If you are thirsty and drink a glass 
of water, or if you are hungry and take a few biscuits, you satisfy 
your wants directly ; the application of wealth in these cases tvill be 
called consumption. But when you sow seeds in the field and burn 
coal in the factory, wealth is used for the satisfaction of wants only 
ultimately ; immediately it is applied for the production of agricul- 
tural stuffs and manufactured articles. In such cases, then, the 
commodities used lead to the satisfaction of wants only indirectly. 
Such indirect use of wealth for the satisfaction of wants is known 
as production and not consumption. 

A pertinent question may be asked at this stage ; What happens 
of an article when it is consumed ? When you eat a biscuit, what 
happens of it ? A layman may probably say that it is destroyed. But 
scientists tell us that matter is ' indestructible ; hence the above 
ansvver _ is not correct. When we eat a biscuit, it is not destroyed 
but is simply converted into blood and foreign matter — it is disar- 
ranged_ and loses its utility as a biscuit. It is the utility of the biscuit 
which is destroyed and not the biscuit itself. We can, therefore, 
define consumption as the destruction of utilities for the direct satisfaction 
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of human wants. (The reader must not make the wrong statement 
that consumption means the destruction of matter ; it refers to 
the destruction of utility.) 

Marshall regards consumption as negative production. Just as the 
production of material products, says he, is really nothing more 
than a rearrangement of matter which gives it new utilities ; so the 
consumption of them is nothing more than a disarrangement of 
matter, which lessens or destroys its utilities.^ 

From the above definition it is clear that the scope of the term 
^^consumption*’ is fairly wide. The actual eating of a thing is of 
course, consumption ; but the wearing of clothes, the - riding of a 
horse, the reading of books, the writing on a piece of paper, the ring- 
ing of a bell, are also acts of consumption, since utility is destroyed 
or lessened in each of these cases. Very often when a man is said 
to consume things he does nothing more than to hold them for his 
use, while, as Senior says, they are destroyed by those numerous 
gradual agents which we call collectively time.^ Pictures and curtains 
may thus be consumed by the passage or efHuxion of time, even 
without being touched by their consumers. 

Other Meanings of the Term ^Consumption’ 

The word ^^consumption” is a word of daily usage and conveys 
several senses. In ordinary talk, consumption^ is sometimes used in 
the narrow sense of eating ; and at others, in the wider sense 
of destruction. Again, in the science of medicine Consumption is 
another name for tuberculosis. The sense in which thh term is 
used in Economics is easily distinguishable from its foregoing con- 
sumptions. Consumption, in the economic sense, is much wider than 
mere eating. It also differs from destruction in a basic sense. When 
an article is ^destroyed* it does not satisfy a want ; while *consump- 
tion’ always involves the satisfaction of some want or the other, if 
a coat is ^destroyed* by fire, it does not satisfy human want during 
the course of its destruction i but if it is ^consumed’ by constant 
wearing, it satisfies a vital human want for clothing. Moreover, 
the expression ‘destruction of goods’ is open to objection inasmuch 
as matter cannot be destroyed, but the term ‘consumption’ has 
no such drawback. Finally, consumption in economic sense has 
nothing to do with tuberculosis. 

Consumption as a Division of Economics 

Wc have explained above the act of consumption in the 
economic sense. Consumption is also a department of Economics, 
and should be distinguished from the act of consumption. In the 

IMcn do not consume matter, but only utilize ; that is to say, the amount of 
matter present in the world is not diminished by the act of consumption, but some 
of it is no longer capable of satisfying a particular want. Moreland, An IntrodncUon 
/p Economics^ p. 20. 

’ 2Marshall, PnneipUs oj Economics, 
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department of Economics known as Consumption, we study wants, 
their origin and satisfaction, the la-ws governing their satisfaction, 
etc. The department of Consumption centres round the act of 
consumption. 

Kinds of Consumption 

(2) Slow and Quick Consumption. The act of consumption may be 
slow or quick. When you drink a glass of water, the act of 
consumption comes to a speedy end, and is quick. But when you 
purchase a new shirt, you wear it for months together before its 
utility is completely destroyed. The extraction of satisfaction out 
of a shirt is diffused over a long time. The act of consumption in 
this case is continued and slow. 

' Articles subject to quick consumption are known as psmhible 
goods. Water, mangoes, apples, fish and such other articles arc- 
perishable goods. Their utility is destroyed in the very first act 
of their consumption. The articles subject to slow consumptions 
are known as durable goods. The house, the typewriting machine, 
the book, the electric bulb, are all durable goods. They yield 
repeated satisfaction. 

(2) Productive and Final Consumption. Some older economists divided 
consumption into productive consumption and final consumption. 
The application of goods for the creation of utilities (i. e., for pro- 
duction) is called by them productive consumption. Productive con- 
sumption in this sense leads to indirect satisfaction of wants. The 
application of wealth for the direct satisfaction of wants is called 
by them final consumption. If some bricks are used in the construc- 
tion of a factory meant for producing certain articles, their consump- 
tion vVill be called productive consumption. But if they are used 
in the construction of a residential house, their consumption will be 
final consumption. 

Modem economists have, however, given up the use of these 
two terms. They define the term consumption in the sense in. 
which we have defined it, namely, the application of wealth for the 
direct satisfaction of wants. The so-called productive consumption, 
i. e., the application of wealth for indirect satisfaction of wants, is 
in their opinion, not consumption at all I strictly speaking it is 
production. Consumption is a term which is now restricted to the 
so-called ‘final consumption.® 

§ 2. IMPORTANCE OF CONSUMPTION 

Consumption is a New Subject 

Consumption as a separate subject was born only a few decades-, 
ago. Early economists did not study consumption and rarely made 

3Thcrc is also what Ricdcl calls ‘immaterial consumption’ as when a utility- 
disappears, either because the want itself to which it ministers disappears or bccause- 
thc views have changed as to means to be employed, towards its satisf a '•ifiii. 
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;-it a department of Economics. Ricardo, Mill and other old econo- 
mists centred their attention on production which, in their opinion, 
was the most important department of Economics, and neglected 
♦consumption which they thought was the concern of private indivi- 
duals.? It was left to Marshall to detect this mistake of omission 
•on the part of his predecessors and to lay emphasis on the impor- 
tance and utility of the study of consumption, so much so that it is 
now regarded as -the key-note of Economics, 

Earlier economists neglected the study of consumption not 
merely because they did not want to write anything on it but 
because they could not do so for two very pertinent reasons. Firstly 
^their study of wants and the allied topics was not thorough and 
they could not, therefore, make a full study of consumption. 
Secondly, the relationship between the consumption of wealth and 
welfare was not much appreciated in the days gone by, and under 
such circumstances consumption could not come to the forefront. 
As time rolled on, the scientific study of such psychological pheno- 
mena as wants and satisfaction ripened, and the relationship of 
welfare with consumption became prominent, while the growth 
of humanitarian spirit led to a comprehensive and penetrating 
inquiry into the causes of welfare. The result was that consumption 
began to be studied. And today it is considered to be the most 
important department of economics. Indeed some economists 
seriously think that consumption has been given a disproportionately 
large importance. 

Importance of Consumption in Economics 

Consumption now occupies a very important place in the science 
'of Economics, It is, in fact, the beginning and end of Economics, Human 
beings undertake economic activities merely because they have 
wants which call for satisfaction. It is the existence of wants and 
need of their satisfaction which lead to economic efforts. Human 
wants constitute the mainspring which sets all the economic forces 
to work. Consumption is, as such, the starting point in Economics, 
Again, all economic activities are undergone with one ultimate pur- 
pose, namely, the satisfaction of \va.nts. The production, exchange 
and distribution of wealth have only this one final aim. Consump- 
tion may, as such, be also considered to be the end of Economics. 

It is that significant point from which the circle of economic 
activities makes a start and at which it reaches completeness. 
Consumption is, therefore, rightly regarded as the goal of economic 
activities as well as their starting-point. 

Again, the national welfare and prosperity are very much depen- 
dent on the nature of the consumption of the inhabitants. Other 


41 cannot but deem it a subject of mu^h regret that the fascination of the mathe- 
matical treatment of economic questions, and the ambition to make Political Econo- 
my an exact science, should have led to the practical excision of the whole depart- 
mcn of Consumption— Walker, Political Economy. 
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things remaining the same, the more voluminous the consumption, 
the greater is the prosperity- But the composition of the articles 
•consumed is a* very important matter. If the articles are wisely 
•selected and are healthful, progress of the individuals and the 
country is certain. But in the absence of wise expenditure, no 
amount of richness can bring the real happiness and progress. It 
is easy to earn money than to spend it properly. The study of 
consumption is, as such, pregnant with great possibilities. 

Production vs. Consumption 

Since consumption is the beginning of Economics, it is described 
before production in almost all the modern books on Economics, 
Some old economists gave the first place to Production ; because, 
they said, no consumption is possible unless wealth is produced : and 
production should, therefore, be treated first. But this is a weak 
argument and can be met by a counter-argument that wealth is 
produced for consumption and no wealth will be. produced if it will 
not be consumed. Hence consumption should be treated prior to 
production. The fact remains that consumption is the beginning 
and end of Economics and should, therefore, have the priority of 
treatment. 

Practical Advantages of the Study of Consumption 

Conusumption is important not only in theory but also in 
practice, which can best be illustrated by a few examples. 

Its Importance to Statesmen. Statesmen, who are engaged in 
practical problenis, very well realize the importance of consump- 
tion. Efficiency in the production, exchange and distribution of 
wealth will not achieve anything unless the consumption of wealth 
is such that the efficiency of labourers can be maintained. Again, 
the statesmen have to see that citizens spend their money wisely. 
Prosperity depends hot so much upon opulence as upon its proper 
use. The proper expenditure of money is more difficult than its 
earning. A man may produce considerable wealth and may be 
very rich ; but if he does not know the proper use of wealth, his 
richness is of no use. Suppose a man earns Rs. 100 per month and 
spends it very wisely and proportionately on the various head.s of 
expenditure ; while there is another man who earns Rs. 200 per 
month, but who is addicted to drinking', cinema-going and such 
other habits, with the result that a proportionately large share of 
his income is spent on harmful objects and very little is obviously 
left to take care of his necessary requirements. On comparing the 
lives of both these men, we unmistakably find that the life of the 
first man is better than that of the second because the latter does 
not know the secret of wise .expenditure- By his habits, a bad con- 
sumer may injure not only himself but also others since bad habits 
are very infectious.^ Considerations such as these have unfailing 
healing on the social life of (he State. Governments have now 
Dccomc alive to the fact that if they want to make their subjects 



76 


INTRODUCTION TO ECONOMICS 


happy and flourishing they must see that their expenditure is wise. 
The policy of prohibition of using intoxicating liquors and drugs 
and the entertainrnent tax on cinema shows and other like actions, 
have this end in view. Indeed, one will be half a statesman if be 
neglects the consumption side of the social life of his 'country. 

Its Importance to Businessmen, The practical utility of the study 
of consumption can be proved by lowing its importance to business- 
men who are practical through and through. Businessmen frequ- 
ently anticipate demand ; they have to estimate the extent of future* 
consumption on the basis of the present trends of fashion and the 
past records. If their estimate comes out correct, their profits are 
large. ^ But, if unluckily they somehow miscalculate demand and in- 
dulge in ^^over-production’’, z, <?., production more than the de- 
maund, goods do not sell and much loss is incurred. A careful stud)r 
of consumption is, thus, the foundation-stone of business^ success. 

Its Importance to Householders, To the householder, in particular, 
the study of consumption is very profitable. This study teaches him 
the principles by following which he can achieve maximum benefit 
out of his expenditure. The knowledge of the law of equi-marginal 
utility and of family budgets enables him to spend money wisely 
and achieve a gain in the satisfaction of his wants. 


TEST QUESTIONS 


1. Explain the meaning of consumption as clearly as possible. 

2. What do you understand by slow and quick consumption and productive 
and final consumption ? Do modern economists recognize the concept of ^‘produc-' 
tivc consumption” ? Discuss fully. 

3. Is Consumption an old branch of economics ? What is its importance in 
Economics ? 

4. “Consumption is the beginning and end of Economics”. Discuss. 

5. Show the practical importance of the study of consumption. 

6. Are the following acts of consumption : 

(fl) The flying of a kite ; {b) the looking at a picture ; (c) the eating of 
a mango : (d) the painting of a landscape ; and the poYishkig of 
shoes ? 


EXAMINATION QUESTIONS 


U. P., I. A. 

1. What exactly do you mean by ‘consumption’ ? What ts the 
between consumption and production ? (I. A., 1941, 1927). 


relation 


2. Clearly explain what do you understand by the term ‘consumption* and 
give examples of the different types of consumption. Consumption is regarded 
by some as the goal of economic activity and by others as a means of restoring 
energy. Which view in your opinion is correct ? Give reasons. (I. A., 1932). 

3. Define dearly the meaning of the term Consumption as used in Economics. 
What improvements can you suggest in the mode of consumption of an ordinary 
Indian peasant in your own part of the country. (I. A., 1931). 
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V. P.. I. Com. 

4. What do you mean by consumption ? What is the relation between 
consumption and production ? (1946). 

U. P. Int, Ag. 

5. Explain consumption is both the beginning as well as- the end of Econo- 
mics. (1948).. • 

Rajputana Inter. Arts. 

6. ‘Satisfaction is the end of economic activities.* Explain this with reference 
to the importance of consumption as a subject of study in Economics. (I. A., 1931) 

Nagpur Inter. Arts. 

" 7. Define consumption of wealth and discuss its relation with production and 
distribution. ( 1949) 

8. ‘Production is the creation of utilities, consumption involves the destruction 
of utility.* Explain. (1947) 

Nagpur Inter. Com. 

9. ‘Production is the creation of utilities. Consumption involves the destruc- 
tion of utility.* Explain. (1947) 

Sagar Inter. Arts. 

10. “The existence , of human want is the starting, point of all economic acti- 
vity.** Discuss. (1950) 

Other Examining Bodies 

11. Is it correct to say that ‘production* means production of matter and 
‘consumption* means consumption of matter ? If your answer is in the negative, 
give your own definitions of production and consumption which you think would 
be correct. (Punjab, I. A., 1939) 

12. “Consumption has to do with spending and not with saving.’* Explain 
and show, what meaning is attached to the term Consttmpiion in Economics, 
(Delhi, I. A,, 1940). 
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and final consumption ? Do modern economists recognize the concept of' * ‘produc- 
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3. Is Consumption an old branch of economics ? What is its importance in- 
Economics ? 

4. “Consumption is the beginning and end of Economics”. Discuss. 

5. Show the practical importance of the study of consumption. 

6. Are the following acts of consumption : 

(c) The flying of a kite ; (^) the looking at a picture ; (c) the eating of 
a mango : (d) the painting of a landscape ; and (^) the polishing of 
shoes ? 

EXAMINATION QUESTIONS 

U.P.,I.A. . , . 

1. What exactly do you mean by ‘consumption* ? \Vhat is the relation 
between consumption and production ? (I. A., 1941, 1927). 

2. Clearly explain what do you understand by the term ‘consumption’ and 
give examples of the different types of consumption. Consumption is regarded 
by some as the goal of economic activity and by others as a means of restoring 
energy. Which view in >our opinion is correct ? Give reasons. (I. A., 1932). 

3. Define clearly the meaning of the term Consumption as used in Economics. ■ 
What improvements can you suggest in the mode of consumption of an ordinary j 
Indian peasant in your own part of the country. (I. A., 1931). 
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6. ^Satisfaction is the end of economic activities.’ Explain this with reference 
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Nagpur Inter. Arts. 
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CHAPTER II 


WANTS : THEIR DETERMINATION AND 
CHARACTERISTICS 

For at least half his expenditure an ordinary individual does not know what he 
wants and out of the other half, for at least a half he does not get what he wants. 
It is only by becoming the creature of habit and the victim of mimicry or stimula- 
tion that he accomplishes very badly a task which is really more difficult than that 
of earning his income. — Dibble* 

§ 1. MEANING OF WANT 

What is a '^Waat” ? 

is a word with which the Reader is very well familiar. 
If he is asked to give the equivalent word for ‘want ’3 it will most 
probably be ^desire’. In the ordinary language, 'want’ and 
'desire’ are used in the same sense ; but economists draw a fine 
distinction between them. The word 'desire’ is^ used by them in 
the ordinary sense, namely, a conscious longing for a thing. But 
the term 'want’ has special significance. Want is that desire which is 
backed by the ability and willingness to satisfy it. Suppose a man desires 
tO’ have a book ; he also possesses the money to purchase it while 
he is willing to exchange the money for the book. In such a case, 
the desire is elective and will be called a 'want’. But suppose a 
poor man has the desire for a motor car, but he has no money to 
buy it. His desire is obviously ineffective^ incapable of satisfac^ 
tion, and cannot be called a want* Again, take the case of a miser 
who will be glad to see his little daughter wearing gold ornaments ; 
he has enough money to purchase ornaments; but he may not like 
to part with money because of his greediness. In this case again> 
his desire is ineffective and cannot be called a waht*^ 

To sum up, there are three essentials of a want ; (I) a desire 
for an article ; (2) the ability to satisfy it i in other words the 
possession of the means of its satisfaction ; and f3) the willingness 
to spare the means for the purpose. When a desire is backed by 
ability and willingness to satisfy it, it is called ^effective desire^ or 
^want*^ In other words, want is that effective desire, for a parti- 
cular thing which expresses itself in the effort or sacrifice necessary 
to obtain it.® 

Importance of Wants in Economics 

The study of wants is of great importance in Economics. Wants 
are the seeds which give rise to the tree of economic efforts. It 

lEfifcciivc desire is also called Demand* Thus wants and demand come to^ have 
the same meaning. See in this connection, J. K. Mehta, Croundworh of Economies* 

2Sce Pcxison, Economics of Everyday Life, p. 14. 
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is the feeling of certain wants that calls forth economic activities. 
That is the reason why production, exchange and distribution of 
wealth take place. When wants are satisfied, economic activities 
come to a natural conclusion. Wants, thus, constitute the point 
whence economic efforts begin and where they come to an end. 

Wants are also important since they determine the standard 
of living of the people and their productive efficiency. A man 
whose wants are more and better satisfied than the other is more 
efficient, other things being equal. The number and variety of 
human wants normally satisfied constitute a good index of the 
material prosperity of a country. 

§ 2 . WANTS AND ECONOMIC AGlIVITlES 

The Circle of Wants and Activities 

Wants and economic activities are very closely related. We- 
have already emphasised that wants lead to activities. Wants are 
the real motive force which set the entire economic mechanism 
into motion. The servant works because he has wants to satisfy ; 
the shopkeeper maintains the shop so that he may earn money 
for the satisfaction of his wants; the lawyer argues cases, the 
teacher teaches students, the clerk works in office, the driver 
drives the car, with the same object, viz . , the satisfaction of certain 
wants which press for satisfaction. If men cease to have wants, 
the entire economic machinery will come to a stand-still. That 
wants lead to activities is a well-established fact which does not 


Just as wants lead to activities,. 
simUarly activities, while saiisfying 
the wants which cause them, lead 
to the creation of fresh wants. 

In this manner, wants give 
rise to activities ; the latter satisfy 
the old wants but give rise to new 
wants ; the latter again lead to 
new activities; and so on. The circle 
of increasing wants and increas- 
ing activities has an indefinite 
course to run. It has a starting- - 
point but it has no . end. Indeed 
it is this unending phenomenon 
of wants leading to activities and 
the activities leading to fresh want 
which has been the primary cause 

of the modern civilization. For civilization consists in a multiplidty 
of wants and the ability to satisfy them. 


require much deliberation. 




80 


INTRODUCTION, TO ECONOMICS 


Historical Illustration 

During their initial abode on this planet men early felt certain 
wants, which, they found, must be satisfied for keeping themselves 
aliY®; . purpose they made efforts. Wants thus led to 

activities. 

These activities were meant to harness the forces of Nature 
in the production of wealth, in a primitive sense in the earlier 
days, but in a more imposing way later on. These activities could 
be carried on efiiciently only with certain implements of tools. For 
instance, if men wanted to kill animals for food, they required 
sharp stone weapons or arrows. If they wanted to pluck fruits, 
they sometimes felt the need of some missiles or bamboo poles. 
They began to feel the want for these articles which aided them 
in their economic activities. In this way activities led to the 
creation of fresh wHuts, 

There is another sense also in which economic activities led to 
the creation new wants. As man obtained control over Nature, 
he could satisfy his old wants in a limited time and began to have 
leisure. To occupy the latter, he invented new wants, which 
called forth fresh activities. If the leisure was spent in festivities 
he felt wants for dainty dishes and other delicious things. If it 
was spent inventing improved and imposing dress, he required 
cloth and other articles. Thus activities led to the creation of new 
wants. It is at this stage that the love of display and distinction 
springs up in human heart.* 

Speaking broadly, therefore, although it is man’s wants in the 
earliest stage of his development that give rise to his activities, 
yet afterwards each new step upwards is to be regarded rather 
as the development of new activities giving rise to new wants than 
that of new wants giving rise to new Activities.* 

This is the way in which wants and activities act and react 
on one another in a never-ending fashion. And the circle of wants 
and activities, which is the life-blood of economic progress, never 
comes to an end. 

§ 3. DETERMINATION OF WANTS 

Factors Governing Wants 

The nature and intensity of human wants depend upon several 
factors, the chief of which are physical, physiological, ethical, social 
and habitual or customary. 


3Scnior remarks, ^'Strong as 0 the desire for variety, it is weak compared 
with the desire for distinction : a feeling which if we consider its universality and 
its constancy that it affects all men and at all times, that it comes with us from 
the cradle and never leaves us till we go into the grave, may be pronounced to 
he the moat powerful of human passions.’^ This great half-truth, comments 
Marshall, is well illustrated by a comparison of the desire for choke and various 
foods with that for choice and various drcsjcs— Marshall, Econormes of hdusiry, 
pp. 56-57. 

4Mar3hall, Ihti, 
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(1) physical Factors. Physical factors determine the character 
and the extent of wants to a considerable degree. The people of a 
cold country like England have to use woollen clothes all the year 
round and also to take some intoxicants to keep them active, but in 
a warm country like India, we require woollen clothes only during 
the winter, and light cotton clothes during the summer, while 
intoxicants are not only unnecessary but actually harmful to the 
constitution. 

(2) Physiological Factors. In order to keep ourselves physically fit 
we have to take a diet which may supply all the elements like pro- 
teins and vitamins which are necessary for health and vitality. If a 
man is thin, milk may probably be useful to him ; but it will be 
injurious to a fat man because it will make him fatter still. 

(3) Ethical Factors. The ethical and religious view-point lends 
its colour to the wants of a person. The nature of ethical ideals 
of a man and the degree of importance he attaches to them, deter- 
mine his wants to a fairly large degree. If a man believes in the 
simplicity of life as an important associate of spiritual development, 
his wants may be very few and simple. But if, on the other hand, 
he considers the satisfaction of a large number of wants as the mark 
of progress, his wants will be, numerous and complex. 

(4) Social Factors. The wants of a person are determined not only 
by physical, physiological and ethical considerations, but also by 
the stage of general progress of society. The society, for instance 
has set rules for the disposal of a dead body or for tbe.performance 
of marriage. Members of the society instinctively respect such 
social rules and allow their wants to be moulded and fashioned by 
them almost unconsciously. The offer of pan and smoke to visitors, 
the burningof dead body among the Hindus and its burying by Mus- 
lims, and such other things are all set by social rules. The dictates 
of society are governed by the stage of progress attained by it. The 
social commandments of a primitive society are elementary and 
sometimes without reason ; the dictates of an advanced society are 
refined and are based on reason. 

(5) Economic Factors. Wants are largely determined by one’s rich- 
ness or poverty. A poor man has few and simple wants. He may 
satisfy those wants which support life, but he rarely gets an oppor- 
tunity of enjoying comfortable and luxurious articles. This is not the 
case with the rich \vho allow their wants to multiply freely, with 
the result that their wants are numerous and mostly of comfortable 
and luxurious nature. It is due to the poverty of an Indian that 
his wants are so few and to the richness of an American that his 
wants are so numerous. 

(6) Habits, Customs and Fashion. Personal habits of a man and 
the^ prevailing fashion have a great determining influence on 1 ^’ants. 
It is a fact ^vhich students will verify from their own experience 
that a man who has done a thing in a particular v.'ay tends to follow 
the line of least resistance and goes on doing it in the same way j 
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and the more often he repeats the’ same, the less disposed he 
becomes towards change.® The influence of persona! habits on one’s 
wants can, therefore, be clearly realized; Again, it is also a fact 
borne out by experience that a man who has to do a' thing for the 
first time tends to do it in the same way as he sees his neighbours 
doing it. Thus a man who lives entirely alone will develop habits 
or customs and all the ordinary actions of his life in his own ways, 
for instance, ^ of preparing and taking food, of the cut of his clothings 
and of wearing them, etc. But as a rule man does not live alone 
and in ordinary life he follows the customs and habits of,the people 
among whom he lives and has his being. Many of our habits are 
formed while we are still young. We do things in the way we‘ see 
our relations and friends doing them. And as we grow in years 
and discretion, we acquire fresh habits from those with whom we 
generally come in contact, A student- on entering college, tries to 
copy the way of living of some of his teachers and other students ; 
a- young man entering an office as a cleric does what the other clerks 
do; and the same thing is true in all occupations. 

Wants of an Indian Labourer 

A few illustrations may well be given at this stage. First let us 
take the wants of an Indian labourer. His wants are determined 
not so much by reason as by social factors and the habits, customs 
and fashion. The food that he takes is the one to which he is used 
from his birth. Any fundamental change in it is very displeasing to 
him. If he is a Bengali, he must have rice ; if an upcountry rnan, 
he must have chapaftis. So far as shelter is concerned,^ conditions 
are largely out of his control. He lives in dirty, insanitary, over- 
crowded and congested quarters. He cannot help it because of his 
poverty. Even where he can improve the conditions he fails to do 
them partly because he is habituated to that sort of living and 
partly because he does not want to lose the company ol his old 
friends and acquaintances* His clothing is largely governed by 
habits and traditions. He very often wears the same types of clothes 
which his forefathers used to do. But the element of fashion makes 
its influence felt in this respect and a change in the type of clothes 
he wears is visible. 

Wants of a College Student 

Let us now examine the factors which determine the wants of a 
college student. Here the elements of fashion and habit play the 
iriost important ro/r. When a student newly comes to the college, 
he takes to the use of fountain-pen, tooth paste and such other 
things, mainly because they are in fashion. Cinema-going may 
begin as a fashion, but it soon becomes a habit and cannot be 
easily got rid of. It is a matter of your observation that those 
of your friends who do not follow the current fashion and continue 


SMorcland, Op. Cxi. 
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the primitive way of living are called by such names as Buddhu 
and Shikarpuri ; while those who are very particular about their 
dress and appearance are supposed to be showy, vain and dandies. 
It becomes almost obligatory to a newly-admitted college student 
to mould his dress, food and other walks of his life according to 
the current standard. 

§ 4. CHAKACTEUISTICS OF WANTS AND THE LAWS 
BASED UPON THEM 

Human wants are numerous and of different kinds. They 
differ from country to country and from place to place in the 
same country. Nevertheless, they possess certain common charac- 
teristics on which important laws of Economics are based. They are 
discussed below ; 

(1) Wants in General are Unlimited. Human wants multiply' 
endlessly. As soon as one want is satisfied, another want begins to 
be felt. Man is thus spurred on to pursue an end which is ever 
vanishing before him. At present you may feel the want, of a 
fountain-pen ; but if you purchase it, you may next begin to feel 
the want of a hat or a book, of which you had little idea before. 
Take the case of a poor man who is starving. If he is given very 
coarse food, consisting of millets and pulses, he w'ill be well satisfied 
with it. But if he is sure of getting these things, he will begin to 
require belter kind of food, for example, rice, chapatlis, vegetables 
and ghee. Then he will like the food to be better served ; he 
will require metal dishes and wares instead of the earthen vessels 
which .at first satisfied him. His wants will, thus, go on increasing 
limitlessly'. 

The progress of society has been simultaneous with an increase 
in the quantity and quality of human ^vants. The primitive 
barbarian had very few wants which ^ve^e of a simple nature. With 
an increase of knowledge men began to feel new wants, the satis- 
faction of which was followed by sHll newer wants. It was this 
process of endless multiplication of wants which led up to the 
material, civilisation of today. Wants are increasing constantly 
with wider diffusion of knotvledge, improvements in the means of 
transport and communication and growUh of trade. Upon this 
simple fact is based the Law of Progress, w’hich states that material 
progress and increase of w'ants go hand in hand. 

(2) Each Particular Want can- be Fully Satisfied. Though w’ants in 
general are unlimited, any particular want has its limit. The -want 
for a fruit or a book can be satisfied by consuming the desired fruit 
or book. Every individual want is capable of complete satisfaction. 
A want is satisfied slowly and gradually till its full satiety is achieved. 
Suppose you are hungry'. After taking first chapaiv, your %vant is 
partially satisfied and you require the second r^jpa/iJess urgently.' 
This process of decreasing urgency of wants (or diminishing utility 
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of commodities) goes on till your want is completely satisfied, and 
the next chapati has no utility to you. Upon this characteristic of 
wants IS based the important Law of Diminuhing Utility which states 
that, other things being equal, the utility of each successive unit 
of a commodity decreases to a person as the stock of that common' 
dity increases. 

/ 

(3) Wan- 5 are Recurrent. Though each want can be completely 
satisfied at any particular time, it may be felt again after some time. 
For instance, you may eat bread during the midday when you feel 
hungry j and for the time being your want will be satisfied. But 
you will again feel hungry in the evening and will want food. Wants 
are thus recurrent. 

(4) Wants are Competitive. Wants in general compete vvith each 
other. If a man has one rupee in his pocket, he may go to a 
cinema show, or purchase a book, or give himself up to the pleasure 
of a sumptuous dinner, or spend it ou joy-rides. All these wants 
compete with each other in the priority of satisfaction.® 

(5) Wants Vary in Intensity, Though wants are competitive, 
they, are not all equally urgent. They vary in intensity in other 
words, according to the individual and according to his circum- 
stances at the time the wants are felt. One satisfies them in the order 
of their intensity. One has, indeed, to arrange one’s wants in order 
of their urgency or intensity in one’s own mind — in this one is 
helped by one’s sense of feeling and is not required to make 
conscious effort —and one tries to satisfy them in that order. A 
man who is extremely thirsty and a little hungry will first procure a 
glass of water and only thereafter biscuits and cakes. A very 
hungry boy will prefer biscuits to toys. Were all the wants of 
equal intensity, economic life would have become a matter of pure 
indifference in which no place could be given to discreticm and 
choice. Upon this characteristic of wants is based the law of equal 
marginal utility. 

(6) Some Wants are Complementary. Some wants are cO'Opcrant 
or complementary- If either of them is satisfied, the other must 
follow suit. They are satisfied together and, therefore, each of 
them is complementary to the other or others. If you purchase a 
car or a fountain-pen, you must also purchase petrol or ink res- 
pectively. If you want to travel in a second class railway compart- 
ment, you should have a good leather suit case also. 


6Somc text- book writers rllastrtitc the competitive character of wants by staling 
an example like this. If a man wants something to cover his fcct^ he may purchase 
either a pair of shoes or chappals ; shoes and ch:tppnls thus comoetc with each other. 
This example docs not appear to be vcr>' sound. Shoes and chnppjli seek to satisfy 
one and the same want, r/v., the want fora cover to the feel. If the>‘ compete 
among themselves, it means that articles seeking to satisfy one and the same want 
compete among themselves. It is wrong to conclude from such cxamp.ci that wants 
com^tc among themselves, since only one want h into conuueration. 



WANTS 


85 


(7) Wants Become a Matter ef Habit. Most of the wants are 
acquired and artificial ; only few wants are physiological and 
instinctive. Generally, they are acquired quite early in life and 
felt so repeatedly that they become a matter of habit . Smoking, 
for instance, is purely artificial. Nobody is a born smoker ; we 
somehow begin smoking, very often for the fun of it, and later get 
habituated to it. Wants such as these constitute our standard of 
living and are of very compelling nature. 

(8) Present Wants Appear More Important than Future Wants. To an 
average person a present want appears to be more important than 
a future want. A normal man lives in the present and will make 
greater sacrifices to ensure the gratification of present than of 
future wants. Generally we do not look so far ahead as to make 
provision for future wants while we are satisfying the present ones : 
indeed, we rarely think of future wants at such a time. This is due 
to two reasons. Firstly, our telescopic faculty (z.c., the capacity to 
look ahead) is defective and makes us feel that the present want is 
more important than the future want. Secondly, the future is very 
uncertain. If we make provision for the future at the cost of the 
present and if, unfortunately, we expire early, we would lose a 
certain amount of satisfaction.'^ On the basis of this characteristic, 
Seagar observes : “If goods available for present consumption be 
called present goods, and those to be available in future, future 
g'lods, the law may be formulated as follows : The utility of future 
goods is less to the normal consumer than the utility of present goods of like 
kind and quality by an amount varying directly loi'h the degree of futurity 

(9) Wan'ts are Determined by Social Standards. Most of our wants 
are determined by social standards of tastes rather than by inde- 
pendent judgments of individual consumers. This is conspicuously 
true of wants for clothing, shelter and amusement. That men — 
not to say of women — dress udth reference to the opinion of their 
neighbours, changing the styles of their clothes, their shoes, their 
hats and even their collars, to conform to the vagaries of fashion, 
is a fact of familiar observation. There is a little more independence 
in , the selection of dwelling houses, but here too the taste of many 
is subservient to that of the few who form independent judgments. 
As regards amusements, it is notorious that one lad follows another, 
bicycle-riding giving place to golf, and golf— for those who can 
afford it — to motoring.® 

7 A. G. Pigou, Economics of Welfare. 

SScagar, Principles of EconomieSy pp. 7J-72. Though ,ver\’’ general, this charac- 
ter slic of wants is more marked for some social classes than for others. It would 
not be far from the truth to say that young children and savagesTive entirely in the 
present ; that the manual labouring classes especially in climates where the "winters 
ate mild, look only a few months or a few years ahead in their economic calcula- 
tions ; that the greav class of artisans and merchants plan with reference to their 
own lives and the lives of their children ; and that the founders of large family 
fortune include generations yet unborn in their view. Ibid. 

midy p. 72. 
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(10) Knowledge Increases Wants. The tendency of wants to increase 
is universal j but the rate at which they multiply depends upon the 
rate of the spread of knowledge. In an Indian village, lying 
remote from the railway station, new wants arise slowly and in 
some cases they He in a dormant stage; that is, the villagers do not 
feel conscious of any unsatisfied wants. But in the towns this is not 
so because knowledge and information spread quickly there, while 
they spread very slowly in villages. As knowledge increases, people 
learn new means of satisfying their wants and the desire to obtain 
satisfaction of these wants becomes intense. Before the invention 
of motor cars, wealthy people were satisfied with horses and carria- 
ges; but when the motor cars were invented and a few of them were 
brought to India, people soon felt attracted towards them and 
began to feel actual want for them.^® 

This example illustrates how new wants arise from increased 
knowledge. In our country knowledge is steadily increasing through 
education and through the extension of trade and travel* It is not 
likely, therefore, that in near future the progress of India will be so 
rapid as to lead to a condition in which the larger proportion of the 
people will have their wants completely satisfied, than it is the case 
at present. On the contrary, we should expect that though people 
might be able to satisfy increasing number of wants, new wants will 
arise more and more quickly so that there will always remain some 
unsatisfied wants.^^ 

Some Alleged Exceptions 

Certain exceptions to the above characteristics of wants arc 
pointed out. They are, as a matter of fact, apparent rather than 
real. 

(1) Some persons like sadhis and ascetics, who have renounced 
this world, feel a limited number of wants. To them wants in 
general are not unlimited; nor do they increase in variety. To them 
there is no social standard to fashion their wants. 

This is, of course, true; but an ascetic Is not a social or an 
average man and, therefore, lies beyond the scope of Economics. 

In Economics, wc study the wants of a normal, social and human 
being only. 


lOThc higher the level of civilisation and culture, the more numerous and the 
more varied arc the mnn*5 wants. Wc arc told that in the I8th century it was very 
usual to come across labourers who, finding their wants, could be satisfied by 3 day-? 
v;ork each week, preferred to be idle for the rest of their time. At the prc«nt day 
it would not be difficult to find examples of people who would earn larger incomes 
if they worked harder or longer but for whom additional satisfacUon that could 
he obtained is not a sufficient inducement to make the greater efiort rrc^Ufcd. 

Education and social improvement result not onXy m greater productive cfficicncr 

but also in greater capacity to enjoy— Penson, Op. Ci/., p. 14. 
llMorcland, Ak Iniroduciion to Economscs, pp. 192-193. 
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(2) It is usually stated that each particular want is capable of 
complete satisfaction. But certain wants appear to remain 
unsatisfied almost for ever. A few instances are given below: 

(a) for duplay is an example of this nature. A man 

who wants to distinguish himself through display, always seems to 
be in want of things like ornaments, motor cars, magnificent build- 
ings, etc., and unceasingly spends money on such objects. The 
more he possesses such things, the more he can display himself 
and the more he wants them. His want of display appears to 
be insatiable. 

The above reasoning is correct. But the want of display is 
not the want for a particular commodity, but for a large number 
of commodities. If you pick up a particular commodity out of 
the group of articles of display and increase its supply, the 
want for it will go on decreasing and a point will sooner or later 
come when the next unit of that commodify will cease to have 
any utility. 

{b) Want for power is a similar example. Some men want power 
over men; and the more power they get, they more they want. The 
lust for power seems to be real and insatiable; but men wanting power 
are not ordinary men. Economics is not concerned with abnormal 
characters. 

(c) Want for money also appears to be insatiable. Indeed, it 
appears that ics utility does not decrease at all; and if it does, it does 
very insignificantly. 

But money is, not required for its own sake, but for the sake 
of the large number of commodities w'hich it can purchase. As 
such, money is not a single commodity but is a group of 
all the commodities it can purchase. It is, therefore, only natural 
that the 'want for it may not be satisfied, w’ants in general being 
unlimited. 

{d) Misn's Loiefor Many.. A miser wants money and the more 
he gets it the more he requires it. It seems to be an exception to 
the general law that each particular want is satiable. But miser is 
not an average man. He is as far removed from the average man 
as the ascetic or saditu who does not come under the scope of 
Economics. 

§ 5. MULTirUCATXON OF WANTS 

Sometimes^ the question is asked : Is the multiplication of wants 
desirable? This question is extremely controversial and much can be 
said on both the sides. 

It is Desirable 

Those w’ho say that the multiplication of wants is desirable say 
that when a want is satisfied, some satisfaction is obtained. 
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Consequently, if you satisfy a larger number of wants, you will gee 
a larger volume of satisfaction, which is very desirable. Secovdfy, 
modern progress and civilization consists in the increasing number 
of wants. The most primitive man needed very few things; some 
leaves or bark of trees to cover hjs person and some rough tools to 
kill animals ^^nd detach flesh from skin. But as he became more 
and more civilized, his wants began to increase. And today in 
his most civilized state, human wants are almost limitless. It is a 
historical fact and proves that progress or civilization consists in 
multiplication of wants. Thirdly, if we reduce our wants, our incen- 
tive to make economic progress or assert national individuality and 
rise in the world would be damped. The Malaya aborigine has few 
wants and while immigrants work and develop his country, he sits 
under a tree and cheerfully smokes, not doing anything and not 
caring for what others do. This is a sure sign of decay. Fourthly, 
if we do not believe in increasing number of wants, we would be* 
come economically weak so that any country of the world can come 
and make us a subject nation. If the standard of living of Indians 
rises, their urge to be free will greatly strengthen. 

It is Undesirable 

There are thinkers of the other school as well who believe that 
the multiplication of wants can never be desirable. These gentle- 
men are generally of a religious bent of mind and believe in 
spiritual development. They give the following reasons in support 
of their view : (t) If we have to satisfy a large number of wants, 
we will have little time for spiritual development which alone gives 
true pleasure, (it) Not only this, but multiplication of wants 
and constant efforts to satisfy them make us materialistic^ and there- 
fore make us unfit for spiritual development, (in) Even on 
economic grounds wants should not be multiplied for a very good 
reason. It is true that if you satisfy more wants, mathematically 
you get more satisfaction. But once your wants increase, they 
increase almost limitlessly ; so that even if you arc able to 
satisfy many of them, you cannot even think of satisfying the 
rest. The wants which you cannot satisfy arc a source of dis- 
comfort or pain to you. The net amount of satisfaction that 
you, therefore, get is very little. Really if you increase your 
wants to a considerable degree, you may get very Htt^c amount of 
net satisfaction. 

The Right View 

The above are the views for and against increasing the number 
of wants. W’e on our part beh'eve that trvitfj lies somewhere in 
between these two extremes. If we have very few wants, wc have 
no incentive to progress and in fact no means of mabing progrc.ss. 

But if wc have too many wants, our discomfort begins to increase. 

\Vc should, therefore, have neither too few wants nor too many ol 
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them. The total satisfaction which on balance we get by increasing 
our wants can be represented by the following diagram : — 



Fig. 9. 


We have measured the total net 
satisfaction along OY axis and number 
of wants along ON axis. SMS^ is the 
net satisfaction curve. In the begin- 
ning as we increase our wants, our 
satisfaction goes on increasing^^ till the 
point Af arrives. At this point, if we^ 
satisfy ON wants, our satisfaction will 
be maximum, x. But if we 

increase our wants beyond that point, 
our net satisfaction begins to decline ; 
curve suddenly goes down. 


It is thus clear that the multiplication of wants is desirable only 
up to a certain extent. It is, however, impossible to give a precise 
degree of the extent to which wants should be multiplied. 


TEST QUESTIONS 

What do you mean by a wanf ? Distinguish it as clearly as possible 
from cUsire, 

2. Show the rclationjhip between wants and activities. Is it wants which 
react upon activities or the activities which react upon wants ? 

3. What are tlie factors which determine the wants of a person ? Discuss 
in detail, 

4. Discuss the important characteristics of wants and tlie laws based on 
them. 

EXAMINATION QUESTIONS 

U. P., Inter. Arts. 

1. What are tlic diief characteristics of human wants ? Discuss their 
importance in the study of Economics. (U. P., 1948, 46.) 

2. Discuss the main characteristics of human wants. Is the multiplication 
of wants desirable ? (U. P., 1942). 

3. Wants lead to productive activities and productive activities to newer 
wants. Discuss it fully. (U. P., 1938). 

U. P .5 Inter. Commerce. 

4. What is meant by want in Economics ? What are the chief characteristics 

of human wants ? (U. P. Com., 1948). 

5. Man’s wants have various characteristics. Name and explain some of 
the economic laws that are deduced from these characteristics (1947). 

6. What arc the characteristics of human wants ? Discuss the relation be- 
tween wants and activities. ;U. P., Com.. 1942). 

U. P. Int. Ag. 

7. Explain : Wants are competitive (1950). 

8. Explain : Each particular want is satiable^ (1948). 

Rajputana Inter. Arts. 
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^0* Do wants give rise to activities or activities 
Illustrate your answer. How far is the multiplication of 
(Raj., 1943) 

Raj Int. Com. 


give rise to want 
our wants desirable 


7 


11. Mention the factors on which wants depend, 
increase more rapidly than income ? If so, what steos 
.them ? (1946) 


Is it a fact that wants 
woijJd you take to balance 


Patna Int. Arts. 


12. What are the main characteristics of human wants and what is the 
economic significance of each ? (1946) 

Sagat Int. Arts. 

13. Describe the chief characteristics of human wants. (1949) 

14. Define human wants. How would you classify them ? (1949 Supp.) 

15. What arc the characteristics of human wants ? Which want is more 
urgent and why ? (1948) 

Sagar Int. Com. 

16. Carefully define wants, and explain their chief characteristics. 
(1949 Supp.) 

Nagpur Int. Com. 

17. Give the characteristics of human wants and explain how wants and 
activities act and react on each other. (1949) 

Banaras Inter. Commerce. 

18. Discuss the characteristics of human wants. Can they ever be satisfied 
completely ? (1945) 

Bombay Int. 

19. Write note on Complementary wants and Alternative wants. (1949) 

Other Universities. 

20. Describe the more important characteristics of wants, f Punjab, 1935) 

21. What is the distinction between ‘wants’ in the economic sense and 
mere ‘desire’ ? How would you classify wants ? (Delhi, 1939) 

22. “There is an endless variety of wants but there is a limit to each 
separate wants." (Marshall) Explain. Can wants be measured ? (Delhi 1938) 

23. Why is a knowledge of human wants so essential for the study of 
Economics ? Enumerate and explain some chfiracteristics of these wants. (Delhi, 
1936) 

24. “Man’s wants have various characteristics each of which is of great 
importance, for on each depends some great economic law\” Amplify this 
statement. (Bombay, 1939) 

25. What arc the chief characteristics of human w'ants, show hoxv the science 
of Economics takes these characteristics into account ? (Bombay Com., 1939) 
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CLASSIFICATION OF WANTS 

’Consumption may be economised by a change of habit but any stinting of ne- 
•tessaries is wasteful, — Marshall. 

We have already seen that wants vary in intensity or urgency. 
All wants are not of the same intensity ; some wants are more in- 
tense, others less intense. Wants which are most urgent are known as 
necessaries; those which are least insistent are known as luxuries \ while 
those of medium intensity are known as comjorts. The order of the 
urgency of wants and the order in which they are normally satisfied 
is as follows: (i) Necessaries, (ii) Comforts, and (ni) Luxuries.^ These 
•are the three classes in which wants can be divided. 

1, Necessaries 

By necessaries we mean those wants which are of very primary 
*and elementary nature; so much so that if they are left unsatisfied, 
acute pain is caused. Their satisfaction is necessary for the preser- 
vation of life, efficiency or social prestige.® 

Necessaries are of three varieties. In the first group come those 
wants which must be satisfied in order to preserve life. If we do 
not satisfy these wants, we shall not be able to keep alive. They 
-are known as Necessaries for Existence. In the second group fall those 
‘wants which must be satisfied for the maintenance of our efficiency. 
They are^known as Necessaries for Efficiency. If we consume these arti- 
cles, our efficiency will remain intact; otherwise, it will deteriorate. 
In the third and final category come those wants which have to be 
satisfied in order to keep social prestige. These are known as Co 
•ventimal Necessaries. The following classification of wants makes this 
subdivision clear: 


WANTS 


r 


Necessaries 


Comforts 


Luxuries 


f 


Necessaries for 
Existence 


Necessaries for 
EfEcicncy 


Conventional 

Necessaries 


IThe prdcr in which wants arc satisfied is not a matter of set rules or regula- 
tion but of personal habits, tastes and desire wluch^Vary. Wants wiU be satisfied 
in order of their urgency, in the absence of any such disturbing factor as sense of 
moral obligation or duty, etc. 

2Studcnts must not \vriic ‘‘articles of necessary.” They should write •‘article* 
of necessity” or “necessaries” instead. 
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(1) Necessaries for Existence,^ The articles which are just neces- 
^ry lor keeping a man alive are known as necessaries for existence, 
^ 1 minimum quantity of food and drink, clothing 

and shelter without which life cannot be preserved. 

Necessaries for existence are not the same in all the countries and 
climates and for all the time to come. ^^In cold countries the term 
includes, in addition to sufficient food and drink, a certain amount 
of clothing and also some sort of house for shelter , in the plains of 
India the necessary amount of clothing and shelter is very small 
and perhaps a blanket for the winter is all that a man absolutely 
requires, so that here the term necessaries for existence means very 
little more than the small amount of grain and water that is suffi- 
cient to keep people alive. In India there are large number of 
unfortunate and poor persons who do not even get all the neces- 
saries for existence and actually semi-starve. 

(2) Necessaries for Efficiency. Necessaries for existence are meant 
to keep a man alive. In order that he may be able to work efficient- 
ly in the occupation he happens to bft engaged in, a man has to 
consume certain things over and above the bare necessaries for 
existence. Such articles which are necessary for the preservation 
of one’s efficiency are known as Necessaries for Efficiency. 

Moreland observes that this term includes everything which a 
man must consume in order to work efficiently at his occupation 
and educate his children up to the point where they can be expected 
to do as well as he has done. In India the term includes (t) better 
and more welf balanced food than is just necessary for existence; (ii) 
a certain amount of clothing and furniture and an airy and wcll-venti- 
lated house for shelter, and {Hi) opportunities for medical treatment 
and for the education of children at least up to the stage which he 
himself has reached. A very small proportion of the people in India 
can enjoy all the necessaries for efficiency mostly because of poverty 
and partly because of ignorance. 

{Z) Conventional Necessaries. Conventional necessaries arc those 
necessaries which must b* consumed because of some social conven- 
tions and in order to maintain social prestige. A man lives in a so- 
ciety having certain set traditions or conv'cntions or customs which 
each member must follow. For instance, the society requires a man 
to offer pan and tobacco when a guest comes ; to give a feast when 
a marriage takes place ; to undergo certain religious ceremonies 
when somebody dies. A man has to follow these customs and con- 
ventions on pain of social discredit, badnami as it is called, and 
sometimes even excommunication. This is particularly so in a 


3/\lio n.'imcd as 'al)vvliuc 

^iforclarjd. An Infrodurftcn /o Ecc'n'ymic:, p. J5I. 
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■custoro-riddcn country like India.® This accounts for the great urgency 
of this class of wants.' In fact, many people sacrifice the consumption 
of articles of efficiency, in order to consume conventional neces- 
saries. For instance, cultivators and labourers will semi-starve rather 
than not offer huqqa or ban to the visitors or not give a feast on the 
occasion of a marriage or death. Similarly many a student will 
give up the consumption of such healthy stuffs as butter and ghre in 
order to enjoy cinema- shows which every polished student is ex- 
pected to see. 

Fadors Determining Necessaries. The factors governing each class of 
necessaries are different. Necessaries for existence are primarily 
determined by environment and physiological and economic factors. 
Necessaries for efficiency are, of course, determined by the nature 
of work a man is expected to do. Necessaries for efficiency of 
blacksmith must naturally differ from those of a lawyer or a 
teacher. Much discretion has to be used in selecting necessaries 
for efficiency. Conventional necessaries are, of course, determined 
by social customs and conventions which are an index of the stage 
of social development. 

2 Comforts 

Necessaries, it may be repeated, are just sufficient to keep a man 
alive, to preserve his efficiency at work and to maintain his social 
prestige. This is the bare minimum for ordinary living. Usually 
some other nice articles have to be included in consumption for a 
decent living. Articles of comfort are of this nature. ' Their con- 
sumption affords appreciable pleasure and also increases consumer’s 
efficiency slightly ; while their non-consumption neither causes . 
much pain nor does it decrease actual efficiency which (though it 
certainly prevents the additional efficiency which their consumption 
would have yielded). Obviously, the articles of comfort enable a 
man to lead a richer and fuller life than what is otherwise possible.. 
Good shoes, fine kurta, cinema-shows and such other articles may be 
cited as examples of articles of comfort. 

3 Luxuries 

Luxuries are those articles whose consumption affords very great 
pleasure but does not contribute to our efficiency ; and whose non- 
consumption neither causes any pain not descreases our efficiency. 
Palatial buildings, the maintenance of Rolls-Royce and other costly 


5‘^To this class of conventional necessaries belong tlie want for tea, coffee 
and among^ the higher classes in India and the want of among the 
masses. To this class also belong all our wants connected with social and religi- 
ous ceremonies, and in a custom-ridden country' like India, it is not difficult to 
find people who for months and years go on economising on their absolute 
necessaries to make a grand show for a day or two on the social wants’* — G. 
Bhatnagar, OuiUncs of Econormes^ p. 42. 
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car^, the keeping of elephants by Indian princes and the possession 
of costly paintings of renowned painters are some of the examples of 
luxuries. Because articles of luxury do not increase our efficiency 
but simply give us pleasures, their consumption is often regarded as 
useless and is looked down upon. This is the reason, why Professor 
Gide defines luxury as the ''satisfaction of a superfluous want'" and 
Professor Ely calls it "excessive personal consumption.""® 

There are certain articles of luxury, like wine, which give us only 
fleeting pleasure but decrease our efficiency quite considerably. 
Their non-consumption causes much pain if one gets addicted to 
them, though it prevents a deterioration of efficiency which would 
otherwise result. They are known as extravagances. 

The Standpoints of Classification 

The above classification of wants into necessaries, comforts and 
luxuries has been made from two points of view ; (i) efficiency and 
(it) pleasure and pain. 

Efficiency. Those articles which when consumed preserve effici- 
ency and which if not consumed decrease it, have been called 
necessaries. The articles which when consumed contribute to 
efficiency slightly and which if not consumed do not decrease actual 
efficiency (but cause a loss of efficiency which could have been 
otherwise achieved) arc known as articles of comfort. Finally, those 
articles which if consumed do not increase efficiency, and which if 
not consumed do not decrease efficiency, are known as articles of 


6Thc following tabic gives a provisional and rough list of necessaries, 
conaforts and luxuries : 
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Comforts for more uboleJcme ^ for rccrctiVon and arntjjement. 

exjs fence J for the satitrariton of 

decerJ ztendard cf living k intellectual needs. 


Luxuries 


^ for tefntmerj cf life f 

fcT exfer.siie l.niiis erd i 

J cmiernerJ 

a rrre eider aie rc/f? cf j 

^ thins; L 


/, e., Costly rnoton. orn.i- 
tab]'- flrljearir^, 
fogril:-r vrith tJie tndubrnc^ 
of expensive testr in art, ht'*- 
ratur** and travrb 


Penron, Tft cJ D.trjiiy UJt, p. 15. 


CLASSIFICATION OF WANTS 


95 


luxury* When' the consumption' of the latter actually decreases 
efficiency, they are called articles of extravagance. 



Effect on efficiency 

Effect on pain and pleasure 


^Vhen 

consumed 

When not 
consumed 

When 

consumed 

When not 
consumed 

Necessafies”* 

Preservation 

Great decrease 

Slight pleasure 

V 

Acute pain. 

Comforts *** 

Slight increase 

No decrease in 
actual efficien- 
cy (but loss 
of possible in- 
crease in 
efficiency. ) 

Sufficient 

pleasure 

Slight pain." 

Luxuries 

No increase 

No decrease 

V ery great 
pleasure. 

No pain (un- 
less used) 

Extravagances 

1 Decrease 

Prevention of 
possible dec- 
rease. 

Momentary 
pleasure . 

Much pain if 
one gets ad- 
dicted. 


Chart 10. Showing the distinctions between necessaries, comforts 

and luxuries. 


Pain and Pleasure. The second point of view of the classification 
is the causing of pain and pleasure. When consumption of an 
article gives only slight pleasure while its non-consumption causes, 
great pain, it is known as an article of necessity. When, however, 
its consumption gives sufficient pleasure while its non-consumption 
causes slight pain, it is known as an article of comfort. Finally, 
when the consumption of an article gives ample pleasure, while its 
non-consumption causes no pain, it is known as an article of luxury. 
If the consumption of an article simply gives us momentary pleasure, 
while its non-consumption causes intense pain provided one gets 
used to it, it is known as an article of extravagance. 

Necessaries, Comforts and Luxuries are Relative Terms 

It must not be supposed by the reader that a particular article 
is an article of necessity, or comfort, or luxury for all the people 
and all the time to come. In fact, the personal circumstances of 
the consumer, r. g.^ the income, occupation, surroundings, habits, 
etc., determine whether an article is one of necessity or of comfort 
or of luxury to him. It follows, therefore, that the same article 
may be a necessity to one, a comfort to another and a luxuiy to the 
third. For instance, a car is a necessity for a medical doctor wffio 
has to rush from one patient to another with the least possible loss 
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of ; It may be a comfort to a professor, since it keeps him 
Tetreshed for the lectures, saves his time and thus somewhat in- 
creases his^ efficiency ; but it is undoubtedly a luxury to an idler 
who uses it merely for joy-rides. Again, tea is a necessity for an 
educated Indian, while it is probably a luxury for an Indian culti- 
vator. Shirts were once considered as articles of luxury in Europe 
but now they are articles of bare necessity. In India they are still 
articles of luxury for many poor people, A carriage is a comfort 
to a woman of fashion, a necessity to a physician and a luxury to a 
tjadesman* 

An article may similarly be one of luxury to a person at one 
time, of comfort to him at another and of luxury at still another 
time. For instance, a fountain-pen is obviously a luxury for a small 
child reading in an infant class. It becomes an article of comfort 
to him when he becomes a student of IX or X class ; but it becomes 
a necessity for him when be joins a college and has to take down 
notes very quickly* 

It would, indeed, be wrong then to draw a definite line of 
demarcation between the articles of necessity, of comfort, and of 
luxury, so as to apply to all persons or to be valid permanently. 
These three terms are at best only relative ; and when wc say that 
a particular article is an article of necessity, or comfort, or luxury all 
that is meant to say that it is so in respect to a particular person at 
a particular time. 

Order of Consumption 

It is sometimes said that a person first spends his income on 
necessaries, then on comforts and finally on luxuries. Tins state- 
ment is generally and largely true. In case a man spends his income 
most wisely, he would naturally act in this ^manner. Necessaries 
arc most urgent and would receive his first attention. Comforts 
would then be secured ; and luxuries would be obtained only in the 
last. But unfortunately everybody does not spend his income 
wisely. Much of our expenditure is thoughtless and careless ; and 
when it is so, wc often spend on comforts and luxuries even if our 
necessities have not been satisfied. An ckkawala may thoughtlessly 
go to cinema show and may then be left with only a few picc which 
may not bring him enough food. Such cases arc not rare. Another 
reason of unwise expenditure is lack of intelligence and under- 
standing ; and an educated man would not spend his money 
badly as an illiterate person. Thoughtlessness and lack of hoovhug' 
cj correct expenditure arc the tivo reasons uhy th: proper order of experditur: if 
not always followed, 

ri'ST QUEsnoss 

1. Give 3 ch'3if;ca::on of 

2. lytv.'-cn rornP.rti ^ 

standpoint uf hy y'f:s ? 

3. Sliow ho*,v comf jm end lureri-i rrli'iv * cor.er; 
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EXAMINATION QUESTIONS 


U. P. Inter. Arts 

1. Explain fully the difference between Necessaries, Comforts and Luxuries. 
Illustrate by example. (1951) 

2. Write short notes on necessaries and comforts. (1948) 

3. Write a short note on Conventional Necessaries, (1947) 

4. Distinguish between economic and non-economic wants. Classify the 
former bringing about a clear distinction between the various classes. Give 
examples of each class, (I, A., 1939) 

U. P. Inter. Com. 

5. What. tests would you apply in classifying wants into necessaries, comforts 
and luxuries ? Illustrate from Indian examples, (1949) 

6. Distinguish between necessaries, comforts and luxuries. On what basis is 
this classification made ? (U. P., I. Com., 1946) 

7. Distinguish clearly betsveen necessaries, comforts and luxuries. Can an 
article be a necessity, a comfort' and a luxury to the same individual ? (I. Com, 
1940) 

Rajputana Inter. Arts 

8. Economic wants have been classified into those for necessaries, comforts 

and luxuries. Explain the three items fully. What tests would you apply in 
distinguishing between them ? (1949). 

9. Distinguish between necessaries, comforts and luxuries. Give examples. 
{1948) 

Rajputana Board 

10. Show how the classification of wants into necessaries, comforts and luxuries 
docs not primarily refer to articles of consumption, but their units, and varies 
according to the individual consumer, the time and place. Give examples from 
India wherever possible. (I. A., 1945), 

Raj. Int. Com, 

11. How do you classify consumption into necessaries, comforts and luxuries? 
Illustrate your answer, (1948) 

Nagpur Int. Arts 

^ 12, How do you distinguish bet^vcen necessaries, comforts and luxuries? Is 
tliis classification of ^vants absolute ? (1948) 

Nagpur Int. Com, 

13. Explain the difference behveen Luxuries and Conventional Necessaries. 
Crivc illustrations. (1948) 

14. How do you classify wants into necessaries, comforts and luxuries ? (1942 

Supp.) ' 

Sagar Inter. Arts 

15. Write notes on Necessaries, Comforts and Luxuries. (1949) 

16. Define human \N*ants. How would you classify them ? (1949 Supp.) 

7 
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agar Inter. Com. 

17. Write note on *£u«/ncj*. (1950). ’ 

18. Write note on ‘Necessaries’, (1949 Supp.) 

Benares Int. Com. 

19. Write note on conventional necessaries. (1947) 

Other Examination Bodies 

20. Clearly distinguish between necessaries, comforts and luxuries. (Punjab 
I. A., 1936) 


ATTENTION 

[Sometimes Demand is discussed under ‘'consumption”. We have discussed it 
under “Exchange” (Book IV, Chapter 46) to which a reference may be madc.J 


CHAPTER. 13 


THE LAW OF DIMINISHING UTILITY 

The utilities of additional units of any good to any consumer diminish normally 
as his supply of units of that good increases — Seager. 

§ 1 . THE explanation OF THE LAW 

The utility yielded by an article is subject to an interesting law 
which operates daily in the ordinary course of life. It is a matter 
of common observation that the more we have of a commodity, 
the less urgently we want its subsequent units ; in other words, the 
utility yielded by its succeeding units goes on diminishing. Suppose 
you are very hungry, and get a mango from somewhere; its utility 
will be very great to you because it practically saves you from 
starvation. You will require a second mango also to satisfy your 
hunger ; but since a part of your appetite has already been satisfied, 
thfc second mango will not give you as much utility as the first one. 
The third mango will yield even less utility as compared with the 
second mango, for the same reason. The utility of each subsequent 
among will similarly go on diminishing gradually, till you arrive at 
the stage where your hunger is fully appeased, and the utility of the 
next mango in succession drops to zero — it will be a matter of 
indifference to you whether you eat this final mango or not. Even 
if yo U consume it, you will probably dislike to eat further mangoes 
lest they might cause constipation — you will derive ‘negative utility’ 
or ‘disutility’ from them. This commonplace example shows 
that the utility of each successive unit of an article goes on dimi- 
nishing as its supply goes on increasing, other things remaining 
the same. 

This tendency operates universally and is visible in the case of 
all the objects satisfying human beings.^ The first overcoat may 
g ve you more utility since it saves you from cold ; but the second 
one will afford less utility as it just provides a variety. The second 
pair of shoes, the second fountain pen, the second hat and the 
second table do not yield as much satisfaction as the first ones. 
Even the less material wants obey the same law. Eyes tire of beauti- 
ful pictures or scenes and ears arc deadened by even the sweetest 
music in course of time. 


lAs our capacity to enjoy food is limited so is our capacity to enjoy clothes. 
A normal person intensely feels the need for a respectable suit of clothes, a pair 
of shoes, etc. A second is less indispensable, but satisfies a lively desire. Additional 
suits satisfy wants of steadily diminishing intensities and in time the point of satiety 
is reached even by the most fastidious dandy. — Scager, Principles of Economics, 
p. 71, 
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This tendency is known in Economics as the Law of Diminishing 
Utility, and may be stated as below; £acA unit of a commodity 
givest other things remaining (he same, less utility to the consumer than 
the foregoing unit.^ 

Illustration 

Wc shall now take an example to illustrate this law. Suppose a 
man has a big family and requires six maunds of wheat per month 
for its consumption. The utility of the first maund of wheat is very 
great to him since without it the members of his family will starve 
to death. The utility of the first maund, let us say, is 100. The 
second maund of wheat is necessary, but is not so urgent as the first 
maund. Its utility will, therefore, diminish, say to 80. The utility 
of the third maund will be still less, say 60; the utility of the fourth 
maund may be 25; that of the fifth, 10; and that of tlic sixth, zero. 
He will not purchase the seventh maund of wheat obviously because 
that is not required. The seventh maund has for him negative 
utility or ‘disutility’, firstly because he will have to spend money on 
it without getting any satisfaction in return; and secondly, because 
the consumption of the additional maund might spoil the digestion 
of the consumers. Its utility may be said to be — 20 (minis' twenty). 
The utilities of the successive units of wheat may be tabulated 
as below; — 


Maunds of Wheat 
1 
2 

3 

4 

5 
G 
7 

It is clear from the tabic how th 


Units of Utility 
100 
80 
60 
25 
10 
0 

—20 

utility of each follov.ingmT.ia-1 
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Fig. 10. Illustrating tlie law of 
diminishing utilitv. 


Diagrammatic Representation 

The above illustration 
can be represented by a 
diagram. In Fig. ll,maunds 
of wheat have been measured 
along the OX axis; and 
utility along the OY axis. 
The first unit of wheat gives 
100 units of utility and thus 
we get the point A. We 
plot other points similarly 
and get the AA’ curve by 
joining these points. This 
curve shows a steep fall 
representing the fall in 
utility. The utility of the 
first maund of wheat is OA 
but the utility of the sixth 
maund of wheat is zero. 


The curve A A’ touches OX at the point P where the utility is zero. 
The seventh unit of wheat gives disutility so that the curve extends 
below the line OX, which is the line of zero utility. The point P is 
the point of zero utility and is also known as the 'point of satiety.'^ 



SDiagrammatic representations are 
of two kinds, (/) cunes as shown 
above and (tt) rectangles to be dis- 
cussed below. If an article is 
divisible, i, e., if it can be divided 
without any loss of its value, its utility 
is represented by a curve. Wheat 
can be divided without any loss in its 
value : therefore, its utility has been 
represented by a curve as above. But 
take the case of a cap. If you cut 
a cap into two, us utility will be 
seriously curtailed. Cap is an in- 
divisible commodity since its utility 
decreases if it is divided. The ut'dity 
of indivisible commodities is best 
represented by rectangles. Rectangles 
give the idea of the separateness 
of each unit and therefore this 
method is adopted in the case of 
indivisible units. 

Suppose the following is the 
table of utility of caps : — 

Ulili/y '’f Caps Utiliiy Dnhid 

1 30 

2 20 

3 10 

4 0 

■5 -5 

x^x,ni;nu‘-A on page 102) 


Fig. 11. 
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§ 2. other things remaining the same 

In the statement of the Law of Diminishing Utility, wc mention- 
ed that the utility of each successive unit goes on diminishing, 
other things remaining the same.^ The words 'other things remaining 
the same’ might appear to the reader vague and useless ; but this 
is not so. These words are very significant and imply the following 
important qualifications : 

(1) The units of the commodity must be similar in qu 2 lity and quantity. 
If this condition is not satisfied, the law may not operate. Suppose 
the first chapati given to a very hungry man is very coarse ; but 
the next chapati is made of superior stuff and is very tasteful. The 
second chapati will evidently give him more satisfaction than the 
first one. The law of diminishing utility does not operate here 
because the units of chapan are not similar. Were the second 
chapati as coarse and rough as the first one, its utility would 
definitely be less than that of the latter. Similar considerations 
apply to the quantity of each unit. The quantity of each unit 
must remain the same. If the second chapati is twice as heavy 
as the first chapati^ it is likely to give more satisfaction than the 
latter. 

(^2) The period of consumption iniisl be the same. In other words, 
the period over which consumption is spread should be continuous 
and without break, otherwise the law will not operate. If a man, 
for example, takes food once in the mornin£rand again in the cvcn« 
ing, he might relish it more in the evening than in the morning 
probably because the hard work of the day has given him good 
appetite or because some gooa news has cheered him up. The 
Ia%v of diminishing utility docs not apply here because the time 
of consumption is not continuous and the same. In fact, food 
has been taken twice and the law' operates in each case separately. 
But if the second diet is taken immediately after the first diet, the 
utility of the former will be definitely less than that of the latter. 

(3; Them'ntal outlook of ih* comunrr should remain the s am*. This 
is very important. The man who is taking food may, for instance, 
find tiiat the sixth loaf that he has taken has yieldc i zero utility. 

If he now takes a little bhang or some other intoxicant, he may 
suddenly feel a craving for more loaves. It appean, then, thit 
the law of diminishing utility docs not apply in thh case. Df 
course, it does not, because the mental oudook of the ronvim-r 
docs not remain the same. 
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(4) If the period of consumption is long, the fashion, habit and income 
of the consumer should remain the same. In the case of durable [goods, 
a change in either of these three things, namely, fashion, habit 
and income, may hinder the operation of the law and may increase 
the utility of successive units of the commodity in question. For 
instance, a particular type of shoe may not be in fashion and its 
utility may be fairly low to a man ; but if somehow it again comes 
into fashion, its utility will immediately increase. Again, a man 
not addicted to cigarettes does not derive any utility from them ; 
but if he somehow acquires the habit of smoking, their utility will 
increase to him. Finally, a man may be so poor that it may not 
be worth his while to purchase a costly flower-vase ; but if he 
suddenly becomes rich, he may begin to feel its necessity very 
urgently and its utility to him may increase. In all these three 
cases the law of diminishing utility does not operate because the 
fashion or habit or income has changed. The law operates only 
when these factors remain the same. 

(5) The price of the commodity and its substitutes should remain the 
same. If an article becomes cheap, one may want it with increas- 
ing intensity and its utility may, therefore, increase. The utility 
of an article may also increase if the price of its substitutes has 
gone up, so that one will now shift one’s consumption to the article 
in question whose utility has obviously gone up due to its com- 
parative cheapness. The unchangeableness in the price of the article 
in question and the substitute thereof is important for the operation 
of the law. 

\ 

§ 3. EXCEPIIONS TO THE lAW 

The law of diminishing utility has almost universal application.^* 
If the various assumptions covered by the phrase “other things 
remaining the same” obtain in practice, the law will operate. 
Certain e-vccptions to this law are, however, suggested most of 
which are apparent rather than real. 

Apparent Exceptions 

(1) If wclake a very small quantity of an article as our unit, the law 
may not operate. Professor Chapman gives the example of a man 
who wants to prepare tea but who has no coal. Suppose lie 
gets an ounce of c.oal. This much of coal is practically useless 
to him and has hardly any utility. If he gets another 
ounce, the quantity of coal will, come nearer the serviceable 
quantity, so that the utility of the next ounce will, of course, be 
greater than tliat of the first ounce. The utility of each additional 


5Thc tendency shows itself so ^vidcly and with so few exceptions that 

there is no sign!fic.mt inaccuracy- in speaking of It as universal ^Taussig, 

Pnticipks cf Economics, Vol. 1 . 
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ounce mil thus go on increasing till he gets adequate quantity of 
coal j after this stage, it will begin to diminish.^ 

In this diagram, the utility curve of coal (AA’A”) goes on in- 
creasmg till the point A’ is reached. At this point, sufficient 
quantity of coal has been 
obtained ; therefore, the 
utility of each successive 
unit begins to ^diminish. 

This is the reason why A A* 
is a rising curve while A’A** 
is a falling curve. 

In this case the law 
does not operate because 
the small quantity of coal 
taken in the example docs 
not constitute a unit. In 
actual practice wc find 
that the unit of a com- 
modity is big enough to 
be of some service. There* 
fore one ounce of coal is 
not really a unit ; nobody 
uses coal in the units of 

an ounce ; it is only a part ^2. 

of a unit. 

(2) Curious and rare objects are alleged to be exceptions to this law. A 
stamp collector will attach greater importance to every new and 
rare stamp he is able to gather because that will go to make 
album more precious than before. Similarly a man who has the 
hobby of collecting old autographs will fed more satisfied witii 
every successive autograph he is able to collect. Tins exception 
is apparent rather than real, because an average man is not habit- 
ually actuated by hobbies : his simple v/ants and needs do not 
share the characteristics of hobbies. As sucii, this example i^. 
abnormal. Moreover, even in the case of such penjons, a fioint 
will be reached, howsoever remote that may be, wiien the addition- 
al stamps or autographs will give diminishing satisfaction. 

(3) A drunkard is said to obtain i*:creasingi utllily Jr each a I liti fnal 
peg of :riie. The case of a drunkard is obviously abnorrn.il 
his mental outlook is changed after he takr^ the firu flo'.e of th** 
liquor. Moreover, a drunkard is not an avcrarrc min and h*” 
actions arc, therefore, not the concern of an rcxnorniit, 
even in the case ofsucli p''r:on'; a p')int does ariie v/h'^n th^ utii'ty 
of each succcs'-dvc doTc begins to dcoreasr. 'Vint exception iu 
fore, apparent, not real. 

0 CUpr.in, ef 
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(4) Love of display, love of power and love of money are said io be other 
exceptions to this law. The lust of this sort is almost insatiable and, 
therefore, the utility of every additional unit of the commodity 
ministering to any of these wants appears to be increasing. Such 
persons, however, are removed from the average man, and Econo- 
mics does not study them. Moreover, even in these cases a point 
can arise when the law will set into operation. All of us have read 
the story of King Midas who was mad after gold but, when given 
an unlimited quantity of that metal, soon grew tired and ceased to 
attach any value to it. 

(5) Sometimes it is said that the utility of a commodity begins to increase 
if a large number of people begins to use it. Telephone is the case 
usually cited in this connection. As the number of persons who 
have telephonic connection increases, the utility of the telephone 
also rises because its owner can now talk to a large number of 
persons. 

This example is fallacious, though the fallacy is difficult to detect. 
According to the law, the successive units of a commodity give 
diminishing satisfaction to a consumer. If the owner of a telephone 
takes one more connection, naturally its utility will be less to him 
than that of the former connection. In the example given above 
the telephonic connection with a particular person remains only 
one. Since successive telephones acquired by a person have not 
been taken into account, this example does not come under the law 
of diminishing utility. Moreover, this example anticipates a change 
in the habit of the people which is excluded from the conditions 
necessary for the operation of the law. 

Real Exceptions 

(1) Professor Taussig mentions that, a second or a third reading of a good 
piece of poetry, or the hearing of good music for the second or the third time, 
may yield greater utility than the first. This exception seems to be real. 
This is a fact of our ordinary observation. 

However, even in this case a point will arise sooner or later, 
when the utility begins to diminish and the law will begin to operate. 
Each receptive faculty is, in fact, subject to exhaustion and takes 
time to recuperate. 

(2} Some economists believe that when we begin to consume an 
article,^ the utility of each successive unit goes on increasing in the 
beginning.^ It is only after a certain stage in consumption is reach- 
ed, which is called by them the ‘point of optimum satisfaction’, that 
the utility begins to diminish. [Refer to Fig. 12, p. 104.] 

If the psychological assumption of the above example is taken 
to be correct, then it is a real exception to the law which does 
riot operate till the point of optimum satisfaction is reached. But 
there is no positive proof to support the accuracy of the above 
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Sagar Int. Com. 

14. State, explain and illustrate the Law of Diminis hing Marginal Utility, 
State its exceptions. (1949) 

Benares Int, Arts 

15. State and explain the Law of Diminishing Utility, What are its limitations? 
(1946) 

Benares Int. Com. 

16. State and explain the Law of Diminishing Utility. (1948) 

Travancore Int. 

17. What is meant by (a) the Law of Diminishing Utility, (b) the elasticity 
*of demand ? Is there any connection between the two ? (1943) 

18. Are there any exceptions to the Law of Diminishing Marginal Utility ? 

(Punjab, I. A., 1939, 1936) 

19. State what you consider to be the most important law of Consumption. 

(Punjab, I. A., 1939, 1936) 

20. Enunciate the Law of Diminishing Utility. How is the law related to: 

(a) the law of demand; 

{b) elasticity of demand; 

(c) the law of equi-marginal utility? (Delhi, I. A., 1934) 
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validity of this exception cannot be definitely ascer- 


TEST QUESTIONS 

•11 explain the law of diminishing utilit/. Give diagrams'to 

iJIusfralc your answer. o / b ^ 

r w Of diminishing utility ? What is the implication 

of “other things remaining the same”? 

EXAMINATION QUESTIONS 

U. P. Int. Arts. 

K What is meant by utility ? Explain the Law of Diminishing utility. What 
is the meaning of “other things remaming the same?” What are these other 
things? (1949). 

2. State and explain fully with the help of a diagram* the law of Diminishing 
Ulflity, (1948) 

U. P. Int. Com. 

3. State, explain and illustrate the Law of Diminishing Utility. Are there any 
apparent exceptions to it ? (1950) 

4. Explain clearly the ' law of satiability of wants. Can you derive from it 
any law to guide people in their expenditure? Explain with examples. (1946). 

Raj. Int. Arts. 

5. State and explain the Law of Diminishing Utility. Analyse the reason for 
any exceptions. (1949) 

6. State and explain the Law of Diminishing Utility. Analyse the reasons for 

any exceptions. Illustrate. {!• A., 1942, 1940) 

Raj. Int. Com, 

7. State and explain the Law of Diminishing^Utility, How does it give rise 
to consumer’s surplus ? (1949) 

Patna Int. Arts. 

8. State and explain the Law of Diminishing Utility. What are its limitations? 
(1949 S) 

9. Explain carefully the Law of Diminishing Utility, Are there any exceptions 
to this law ? (1945 A) 

Patna Int. Com. 

10. Explain the Law of Diminishing Marginal Utility. Point out its limita- 
tions. (1949 S) 

Nagpur Int. Com. 

H, Enunciate and fully explain the Law of Diminishing Utility. (1942) 

Sagar Int. Arts. 

12. Explain the Law of Diminishing Utility. What are the conditions under 
which it operates ? (1950) 

13. Explain the Law of Diminishing Utility. Does it apply to money ? Illus- 
trate. (1948) 

6These two exceptions can be excluded from the list of real cxce tions, if 
we restate our law as follows : 4f/cr a certain stage in consumption is teached, cacti 
successive unit gives diminishing utility, other things remaining the same. 
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§ 3. total utility 

The sum total of the utilities of all the units of a commodity 
consumed at a particular time is known as Total Utility. If you 
eat five oranges at a time, the sum total of the utilities of all the 
five oranges will be the total utility of the oranges. If, of the 
five oranges consumed, the utility of the first unit of orange is 100,. 
of the second 80, of the third 60, of the fourth 20, and of the fifth 
10, then the total utility of oranges will be (100+804-60+20-}- 10=) 
270. 

As we consume more and more of a commodity, the total utility 
derived from its consumption goes on increasing ; but this increase 
takes place at a diminishing rate (or less than proportionately) 
because of the operation of the law of diminishing utility. For 
instance, if the utility of the first unit of orange is 1 00, the utility 
of the second unit will b6 only 80 ; so that when two units are con- 
sumed,\ the total utility comes to 180 only, and not to 200 which is 
the corresponding proportionate figure. 


' ] 

Oranges ' 

Marginal Utility of Oranges 

j Total Utility of Oranges 

1 

100 

1 

I 

100 

1 

1 

2 

80 

180 

3 

60 

^ Positive 

240 

y Increasing 

4. 

1 20 

I 

j 

1 260 

5 

! 10 

! 270 

J 

6 

0 

Zero 

270 

Constant 

7 

--20 

Negative 

250 

Decreasing 


According to, the above table of the utility of oranges, if only 
one orange is. purchased, we get 1 00 units of marginal utility and 
since it is the only unit consumed, the total utility is also 100. If 
the second orange is also consumed, then 80 units of utility arc 
added, to 100 units of utility given by the first orange, the total 
utility thus coming, to 180. Calculations thus made are shown in. 
the above table. 

An important thing which you must have noticed in the above 
table is that the total utility goes on increasing just before the 
arrival of the point of satiety. When the point of satiety is reached, 
the total utility remains the same as before— nothing is added to it 
nor anything is deducted from it. After the point ofsatiety is reach- 
ed, total utility begins to fall.“ 


2The reader should remember that total utility is not taken into account while 
iscusing the law of diminishing utility. The latter is concerned only with 
utility. It is the marginal utility of a commodity,- which goes on dimi- 
•ng as the stock of that commodity goes on increasing. 
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consumed ; and its utility becomes marginal utility* Marginal utility 
IS positive up to the fifth maund of wheat. It drops down to 
zero if the sixth maund is purchased* If the seventh znaund 
IS also purchased, the marginal utility becomes negative— it gives 
disutility. ^ 

The table given above has been represented diagrammatically 
10) on page iOl to which the reader is referred. Along the 
OX axis we have measured the units of wheat and along the OY 
axis the unit of utility. Various points have been plotted and the 
utility curve AA’ has been obtained by joining them. So long as 
the curve does not touch OX, it appears above the OX axis, which 
shows that its marginal utility is positive. It touches the OX axis 
at P where its marginal utility vanishes, i. it becomes zero. After 
that the curve goes below the OX axis showing that the marginal 
utility thereafter becomes negative.^ 

Marginal Utility and Law of Diminishing Utility 

In the statement of the law of diminishing utility, we were all 
along considering the marginal utiliiy. According to that law, 
the utility of each successive unit goes on diminishing as 
consumption is continued. This ‘‘successive’’ unit is the ^‘final” 
or the “marginal” unit at that particular moment. As such, we 
can otherwise describe the law as follows : TAe marginal utility of a 
commodity goes on diminishing as its consumption increases^ 
other things remaining the same. The law of diminishing utility is some 
times called the law of diminishing marginal utility for the sake of 
clarity and precision. 


I The above is the example of a divisible comniodity. We also take the 
case of a cap which is an indivisible commodity. The following is the tabic of 
utilities derived from the use of cap: 


Units of Caps 

1 

2 

3 

4 

5 


Utility Derived 


30 

20 

10 

0 

—10 




Positive 

Zero 

Negative 


For the diagrammatic representation of the above table, sec p. 102, Fig. 


n. 

OA, AB, BC, CD and DE represent the various units and the rectanglw stand- 
ine over them show the utility due to each of them. The utility of , 
three units is positive as the rectangles appear above OX. There is n° 
wi h respect ^to .the fourth unit, which^^^ows that it docs not 

Rectangle concerning the fifth unit goes down the line OX, showing that the 

utility becomes negative. 
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§ 3. TOTAL UTILITY 

The sum total of the utilities of all the units of a commodity 
consumed at a particular time is known as Total Utility. If you 
eat five oranges at a time, the sum total of the utilities of all the 
five oranges will be the total utility of the oranges. If, of the 
five oi'anges consumed, the utility of the first unit of orange is 100, 
of the second 80, of the third 60, of the fourth 20, and of the fifth 
10, then the total utility of oranges will be (100 -{-80 +60+20-4- 10=) 
270. 

As we consume more and more of a commodity, the total utility 
derived from its consumption goes on increasing ; but this increase 
takes place at a diminishing rate (or less than proportionately) 
because of the operation of the law of diminishing utility. For 
instance, if the utility of the first unit of orange is 1 00, the utility 
of the second unit will bfe only 80 ; so that when two units are con- 
sumed, \ the total utility comes to 180 only, and not to 200 which is 
the corresponding proportionate figure. 


1 

Oranges 1 

Marginal Utility of Oranges 

j Total Utility of Oranges 

1 

100 n 

80 1 

100 ^ 


2 

180 


3 

60 y Positive 

1 240 y 

Increasing 

4 

; 20 1 

260 ) 

5 

10 J 

270 J 


6 

0 Zero 

270 

Constant 

7 

— 20 Negative 

250 

Decreasing 


According to the above table of the utility of oranges, if only 
one orange is. purchased, we get 100 units of marginal utility and 
since it is the only unit consumed, the total utility is also 100. If 
the second orange is also consumed, then 80 units of utility are 
added , to 100 units of utility given by the first orange, the total 
utility thus coming, to 180. Calculations thus made are shown in 
the above table. 

An important thing which you must have noticed in the above 
table is that the total utility goes on increasing just before the 
arrival of the point of satiety. When the point of satiety is reached, 
the total utility remains the same as before— nothing is added to it 
nor anything is deducted from it. After the point ofsatiety is reach- 
ed, total utility begins to fall." 
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§ 4. TOTAL UTILITY AND MARGINAL UTILITY 


It is interesting to learn the relation between marginal utility and 
this stage. So long as the point of satiety is not 
Tcacned, marginal utility goes on diminishing; while the total utility 
goes on increasing though at a diminishing rate. At the point of 
satiety the marginal utility becomes zero; but the total utility 
•becomes maximum, full satisfaction having been achieved. Hence it 
is said that when marginal utility isz^roy the total utility is at its maximum, 
-After the point of satiety is reached, the marginal utility becomes 
negative and the total utility begins to fall. If the reader refers to 
the tables and diagrams given above, he will be able to understand 
the relationship between total utility and marginal utility quite 
'easily. 

Marginal Utility, Total Utility and Demand 

We have seen above that as we consume more and more units of 
a commodity, the marginal utility of that commodity goes on dec- 
lining while total utilty goes one increasing up to a certain point. 
During this time, what is the effect on demand? 

It is clear that as consumption is continued, our demand for 
successive dose goes on declining. This is for an obvious reason 
which will become clear later on. Briefly, demand depends upon 
marginal utility; and as marginal utility declines, demand also 
goes down. As such as we consume more of a commodity, our 
demand for it goes on declining along with a decline in its marginal 
utility.^ 

Role in Determining Price 

We have seen the distinction between marginal and total utility. 
When we discuss the problem oJT the determination of price 
^^Exchange’’, we will find that price depends upon (t) utility and(«) 
cost. Which is this utility which determines price? Is it margiral 
utility or total utility? Obviously, it is the marginal utility. For the 
price that a man is prepared to offer per article is equal to the 
utility of the last unit he intends to purchase, i. e. marginal utility. 
Total utility is irrelevant in this connexion. This is really 
a problem of theory of value and will be discussed in detail under 
Exchange.^ 

TEST QUESTIONS 

1. What is the Telation between utility and want ? How do you measure 
utility ? 

2. What do you mean by marginal utility and total utility ? Give illustra- 
tions and diagrams to explain your points. 


3. See Chapter 46, Post, 

4. See Chapter 47, Post, 
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3. State the law of dimmishing utility. Does it take into account total 

’Utility ? ^ 

4. When marginal utility is zero, the total utility is at its maximum. Show 
how. 

EXAMINATION QUESTIONS 

U. P. Int. Arts 

1. Discuss with examples the relation between the marginal and total utility. 
(I. A. 1945) 

2. When we consume more and more units of any^ commodity, (a) the 
marginal utility of that commodity diminishes, (6) total utility increases, and (r) 
our demand for that commodity decreases. Explain and illustrate the above with 
examples and diagrams. (I. A. 1944) 

U. P. Int. Commerce 

4. Explain the difference between marginal and total utility. Which of these 
helps in determining price ? State and explain. (I. Com., 1945) 

U. P. Int. Ag. : 

5. Explain the following : — 

‘'When marginal utility is zero, total utility is at its maximum.*' (1951) 

6. Write note on total utility. (1950) 

Rajputana Inter. Arts 

*7. Fully explain 'marginal utility’ and 'total utility’ and show how total 
utility is greatest when marginal utility is zero. (L A. 1945) 

8. Explain Marginal Utility and Total Utility, Clearly explain the Law of 
Diminishing Utility. (Rajpulana, 1938) 

Ra). Int. Com. ^ 

9. Write a note on Marginal Utility. (1948) 

Patna Int. Com. 


10. Write a note on Marginal Utility, (1949 A) 

Nagpur Int. Arts 

11. What is the relation between (a) marginal utility and total utility, and 

(b) marginal utility and price. Illustrate your answer by a diagram or an 
example. (1947) * 

Nagpur Int. Com. 

12. ’ What is the relation between {a) marginal utility and total utility ; (3) mar- 
ginal utility and price? Illustrate your answer by diagram or an example. (1947) 
Sagat Im. Arts 

13. Write a note on marginal utility. (1949 Supp.) 

Sagar Int. Com. 

14. Write a note on marginal and total utility. (1949 Supp.) 

Benares Int. Arts 


15. Distinguish between 'marginal utility’ and 'total utility*, 
answer by means of a table. (1948) 

Benares Iht. Com. 


Illustrate your 


16. Explain fully the marginal utility, (1948) 

Poona Int. Arts 

milUy 0949)^ beUs-ecn total, marginal and cqui-marginal 
Poona Int. Com. 

18. Distinguish between total utUitv and marginal utility. (19491 

8 



CHAPTER 15 


THE LAW OF EQUI-MARGINAL UTILITY 

The utility analysis is 'nothing more than a schematic and very abstract 
account of this process of making these choices* — Davenport, 

Man^s income is ordinarily limited while his wants are innumer- 
able. His income suffices to satisfy some, but not all, of his wants ; 
and he tries to spend it in such a way as to obtain the greatest 
amount of pleasure and satisfaction. A man makes this endeavour 
almost instinctively and without any conscious effort on his part. 
This he does by arranging the various articles required by him in 
order of their utility; and by spending money on them in that order 
— the article affording the greatest utility (in return of a unit of 
money) coming first, and the one yielding the smallest utility (in 
return of the same unit of money) coming last. If a man spends his 
money strictly in this order, he will discover in the end that the 
utility of the last unit of money that he spends on various objects 
is,more or less, equal. It is called the Law of Equi-marginal Utilitv* 

It may be stated as follows: Maximum saiisfdciion out ^ihe expendi-^ 
iure of a givM sum can be obtained if the utility derived from the last unit 
of money spent on each object of expenditure more or less^ the same. 

Law of Substitution in Consumption. Another name of the law of 
equi-marginal utility is the law of substitution. Since according to 
this law, we substitute the article which gives us greater satisfaction 
for the one which gives us less satisfaction, this law is called law of 
substitution. But this sort of substitution is made under production, 
exchange, distribution, and public finance also. Consequently we 
call this law, law of substitution in consumption, in order to suggest 
that we are speaking of it in connection with consumption. 

Illustration 

Let us illustrate the law by a concrete example. Suppose a man 
goes to the market with Rs. 4 in his pocket, which he wants to 
spend on oranges, caps and milk; and the utility he expec^ to 
derive from each unit of four annas spent on the various beads if 
as follows: 
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4-anna Units 


Utility deiivcd from the 4-anna unit spent on 


Oranges 


Caps 


1st 


10 

13 

2nd 

3rd 


8 

7 

12 

10 

4th 


5 

8 

5 th 


4 

5 

6th 

7th 


3 

2 

4 

3 


Milk 


11 

9 

6 

5 

4 

2 

1 


spend the first unit of four annas on the 

Object which will give him the gieatest satisfaction. In this case 

an article^the utility of its first unit is 13 which is 

nnif nn c motive, he will sjjcnd the second 

milk • flnH third unit will be spent by him on 

Se mon^S In this way he will go on spend- 

wSlsn?S’fh^f^^° which he 

will spend the four rupees he has got with him : 


4-anns Units 

Object of Expenditure 

Utility derived 

1st 

2nd 

3rd 

4ih 

oth 

Cap 

Cap 

Milk 

O ranee 

Cap 1 

Milk 

1 Orange 

Cap 

Orange 

Cap 

; Milk 

Orange 

Milk 

Orange 

1 Cap 

13 

12 

11 

10 

6th i 

7th 

8th 

1 10 

9 

3 

9th 1 

10 th 1 

11th 

12th 

13th 

14th 

15th 

16th 

8 

7 

6 

6 

5 

5 

4 

4 

Milk 

4 

4 


Total Utility derived from Rs. 4 

122 


units of^Slifv in total derive 122 

obtain out of pv m^imum satisfaction that he can 

of exmend W ^'^heme 

utilit? pir f^ct ^ derive this much of total 

hilt}. For instance, if he spends 6 units on cap, only 3 units on 
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cap, only 3 units on oranges and the remaining 7 units on milk, the 
total utility he will derive will come to (I34-12+10+8+6+4+JO 
+84-7+1 j +9 4** 6+ 5 4-4+2 +1)=: 116 units only. Other variations 
may be tried by the reader ; the result .will be the same. 

^ If you closely mark the first table, a remarkable fact will 
impress you at once, the fact that the utility derived from the last 
unit of'money spent on each head is equal, viz., 4. The expenditure 
of money on various heads in order of utility brings about this 
result. It has, therefore, been formulated that if we want to' derive 
maximum satisfaction out of our expenditure, we should spend our 
money in such a^way as to derive, more or less, the same satisfac- 
tion from the last unit of money spent on each head. This is the 
LatV of Equi-marginal UiilUy, 

Diagrammatic Representation 

The Law of Equi-marginal Utility can be represented by a 
diagram. The above example can be represented as below : 



The three sets of rectangles represent the utility derived from tfe 
pvnpnditure of 4-annas on oranges, caps and milk respectively. OX 
axFs has been divided in each case into equal parts representing 
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successive units of money spent on- the particular item ,* 

rectangles standing over them represent the utility derived. The 
dotted line is the line of 4 annas utility. So many annas are s^nt 
on each item as the rectangles cut and touched by this Ime.^ 1 he 
portion of rectangles standing above this line (shaded in the 
diagram) represents the Consumer’s Surplus, This can be made 
maximum only if the above order of expenditure is followed. 


Scope of the Law 

The Law of Equi-marginal Utility as stated above applies not 
only to the expenditure of money but to several other cases as well. 
It can be made to apply to a commodity which has several uses. 
For instance, if we have '20 yards of cloth, we can use it for the 
preparation of shirts or underwears or kurtas or caps. The wise 
course will be to distribute cloth on these various uses in such 
a manner as to derive, more or less, the same utility from the 
last unit of cloth devoted to each item. By applying the law 
of equi-marginal utility to this case, we can derive ma.ximum 
satisfaction. 

This law also applies to the present and future uses of a commo- 
dity. We should distribute a commodity oyer the_ present and 
future uses in such a manner that the marginal utility from each 
use maybe more or less the same. The remark applies to the allo- 
cation of income between expenditure and saving as well. 

Due to the wide applicability of this law, Marshall states it in 
more general terms as follows : “If a person has a thing which can 
be put to several uses, he will distribute it among these uses in such 
a way that it has the same marginal utility.”^ 


Importance of the Law in Economics 

The law of equi-marginal utility is very important in Consump- 
tion, as can be gathered from the above account. It is, however, 
not confined in its application to this branch of Economics alone. 
It is’equally important in the field of Production where the producer 
is' advised to substitute a cheaper factor of production for a dearer 
one. For instance, if machinery is cheaper than labour, it is subs- 
tituted for the latter. It is known as the Law of Substitution in 
Production. In Exchange, again, purchasers purchase the articles 
which gives them greater satisfaction for the same price and thus 
try to follow this law. In the sphere of Distribution as W'cll, the 
law has an important bearing. The theory of equal distribution of 
wealth which is the basis of socialistic and communistic movements, 
is fundamentally based on this Ia%s'. Finally, in Public Finance 
it is the guiding principle in the matter of revenue and expen- 
diture, The applications of the la%v in the different branches of 


PrirxipUs of Economics, p. 119. 
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cap, only 3 units on oranges and the remaining 7 units on milk, the 
total utility he will derive will come to {13+I2+lO+8-f 6+4+10 
+8+7+1 l+9+6+5+4+2+l)=116 units only. Other Variations 
may be tried by the reader ; the result will be the same. 

If you closely mark the first table, a remarkable fact will 
impress you at once> the fact that the utility derived from the last 
unit of 'money spent on each head is equal, viz*y 4. The expenditure 
of money on various heads in order of utility brings about this 
result. It has, therefore, been formulated that if we want to ‘ derive 
maximum satisfaction out of our expenditure, we should spend our 
money in such a' way as to derive, more or less, the same satisfac- 
tion from the last unit of money spent on each head. This is the 
La>J0 of Equi-marginal Utility. 

Diagrammatic Representation 

The Law of Equi-marginal Utility can be represented by a 
diagram. The above example can be represented as below ; 



•ae three sets of rectangles represent the “vedtam to 

S' tarbeet equal parts representing 



LUS 


le comfort of some choree on' 
in the nature of a real surplus 


nsumption, we hope to 
ime time, we lose some 
it. In the beginning 
re than the utility thus. 
)mmodity so long as the 
tility lost. The utility 
;ity, however, goes on^ 
ter the utility derived 
‘.op our purchases. It 
lis stage since we now 
gain. 

d, except the last one,, 
lave lost. The surplus 
d by the consumer, is 
mer’s surplus can be- 
ined by a person from a 
which he derives from it 
'■ommodity. 

from the consumption 
he would have paid 
satisfaction he loses in 
price he actually pays 

ocu-n, the consumer’s surplus is sometimes defined as. 

the excess of what a consumer would pay over what he actually pays. 

Further Explanation 

The concept of consumer’s surplus can be explained by four 
definite statements which arc joined to one another connectively. 
They are as follows : (1) That we derive greater utility from the 
earlier units and less from the latter units. (2) That the price 
that we pay for each unit remains the same, for the same price 
rules for each unit of a commodity in a market. (3) That we stop, 
our purchases when the utility of the thing purchased equals the 
price paid for it. (4) Hence in the case of all the units, except 


IJ. K. Mehta, Grour.dwork ef Economics, p. 52. 
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U,P. Int. Com. 

6. State, explain and illustrate the Law of Equimarginal Utility. Discuss its- 

practical rmportance. (1951) , . 

Rajputana Int. Arts. 

7. State and explain the Law of Equi-marginal Utility* > How does it guide: 
the day-to-day expenditure of a person ? i(1948) _ 

Raj. Int. Com. 

8. Explain the Law of Substitution in consumption and show how it is- 
modified by the influence of custom or fashion. Give examples from India, 
(I. A. 2944). 

8A. Mention the factors on what wants depend. Is it a fact that wants increase 
more rapidly than income ? If so, what steps would you take to balance the 
two ? (1946) . 

8B. Explain the principle of Equi-marginal Utility. (1948) 

9. State and explain the law of Equimarginal Utility. How does this guide 
day-to-day expenditure of a person ? (I. Com. 1944) 

Patna Int. Arts. 

10. Explain with examples the principle of equimarginal utility. (1942) 

- Patna Int. Com. 

11. Explain the principle of Equimarginal Utility. (1948S) 

12. Explain the principle of substitution in relation to consumption and 
production. (I. Com., 1944, Supp.) 

13. On what principles should a person regulate his expenditure in order ip 
' obtain the maximum satisfaction from it ? How far does custom or fashion atano 

in the way of following the principle ? (1. Com., 1942, Annual) 

Nagpur Int. Arts. 

14. Explain the Law of Equi-marginal Utility with the help of an example 
and diagram. (1949) 

Sagar Int. Com. 

15. Clearly define and explain the^ Law of Equimarginal Utility- (1950) 


Bombay Int. Com. 

16. (a) Explain the economic principle on which a person should spend his 

resources over different wants. ' 

(b) If the last anna which a person spends on X gives him more satisfajj^tion 
than the last anna he spends on Y, how should he readjust his expenditure . 
(1949) 


Other Examining Bodies 

17. I have twenty-one laddus, I wish to distribute them among four pci^^ns 
A, B, G and D, in such a way as to get maximum utility. The margina utihuc% 
of the laddus lo each of the persons are noted below. State how I should procce^d 
to distribute the laddus. How many will each obtain . What will be t e 


total utili ty ? 




^ 1 

2 

3 

A 

15 

23 

22 

B 

20 

26 

13 

C 

13 

10 

7. 

D 

25 

21 

18 

18. 

** Economic 

expenditure 


4 

9 

10 
4 
15 


5 

7 

8 
2 
12 


6 

5 

4 

1 

8 


7 8 

3 I 

1 — 

6 3 

(Punjab, I. A., 1937) 


; to secure me 

camples, (Delhi, L A« 1939) 


t 



consumer’s surplus 


In the case of the first orange, he derives utility worth 30 annas, 
ibut he pays only one anna for it. The surplus utility in this case 
is 29 annas. In the case of second orange similarly consumer’s 
surplus is 19 annas; and so on. The total surplus is 61 annas. 
This is the consumer’s surplus. 

^Diagrammatic Representation 

The concept of consumer’s surplus illustrated in the above 
example is represented diagrammatically ; 




/SQTdmis saajmsNoo 

• S3DhrVH0 30 SilNH 

ra9a^osasvto 



Fig. 15,, Illustrating the Consumer’s Surplu,. 
(The shaded portion represents consumer’s surplus.) 


In the diagram oranges are represented by OX a.xis and the 
utility along OY ^xis. OX axis is divided into OA, AB, BG, CD 
and DE, «nch division representing one orange in order. ^The 
rectangle standing over each of them represents the utility that 
each of them >delds. The line RS measures the price per mango. 
The portion of each rectangle standing above this line represents 
the surplus utility. This portion is shaded in the diagram. This 
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the last one, a surplus of utility shows itself, which is called con- 
sumer's surplus. 

When we purchase several units of a commodity, the utility of 
each unit (except the last) exceeds the utility of the last unit. The 
utUity of the last unit purchased can be measured by the price 
paid per unit. It follows, therefore, that the utility of each unit 
of the commodity (except the marginal unit) is greater than the 
money paid for it ; in other words, a purchaser derives a surplus 
utility from the purchase of all’ the units except the last one. This 
surplus utility is known as consumer’s surplus. 

Consumer’s surplus is mathematically expressed as follows : 

Consumer’s Surplus = Total Utility — ( Marginal Utility 

X No. of Units Purchased) 

C. S, = T. U. -- (M. U. X «). 

Where T. U. is Total Utility ; M. U. is Marginal Utility ; and 
n is the number of units purchased. This is the way in which we 
<can measure consumer’s surplus. 

Illustration 

Suppose a man goes to the market, with 5 annas in his pocket 
■with a view to purchase some oranges. He thinks that the utility 
of the first orange will be equal to 30 annas; of the second, 20 
‘ annas; of the third, 10 annas ; of the fourth, 5 annas ; of the fifth, 

1 anna; and of the sixth, zero. In the market the price per orange 
as, say, one anna per unit. Now he will purchase the first four 
oranges without any hitch because the utility of each of them 
exceeds one anna which he will have to pay per unit. He will also 
purchase the fifth orange: he will derive one anna worth of utility 
from it, which is also its price ; but he will stop his purchases at 
this point. In this case, then, he will derive the consumer’s surplus 
as shown in the following table ; 


No. of Units 

Utility per Unit 

Consumer’s Surplus per Unit 

I 

30 annas ... J 

30 — 1=29 anna 

II 

20 do 

20—1 = 19 „ 

III 

10 do 

10—1= 9 

IV 

5 do 

r 5-1= 4 „ 

V 

I anna 

1 — 1= 0 anna 


i 


Total Consumer’s Surplus«61 annas. 




consumer’s surplus 


In the case of the first orange, he derives utility worth 30 annas, 
'hut he pays only one anna for it. The surplus utility in this case 
is 29 annas. In the case of second orange similarly consumer’s 
surplus is 19 annas ; and so on. The total surplus is 61 annas. 
This is the consumer’s surplus. 

^Diagrammatic Representation 

The concept of consumer’s surplus illustrated in the above 
example is represented diagrammatically ; 


^snTdHiis saannsNoo 
• saoNvao ao sjlinu 




Fig. 15. Illustrating the Consumer’s Surplu,. 

(The shaded portion represents consumer’s surplus.) 

ft 

In the diagram oranges are represented by OX axis and the 
utility along OY axis. OX axis is divided into OA, AB, BG, CD 
and DE, <»ach division representing one orange in order. The 
rectangle standing over each of them represents the utility that _ 
each of them ■j'ields. The line RS measures the price per mangoi ’ - 
The portion of each rectangle standing above this line rep* 
the surplus utility. This portion is shaded in the diagram. ' I 
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entire ’shaded portion represents the consumer’s surplus.^ The- 
marginal unit does not yield any consumer’s surplus. ^ ^ 

Matehall's Explanation 

.u idea of consumer’s surplus, Marshall, who is- 

the father of this concept, mentions that the price which a person 
^ -n ^®vcr exceed, and seldom comes up to, that 

which he will be willing to pay rather than go without it ; so that 
the gratification which he gets from its purchase generally exceeds 
that which he gives up in paying away its price and he thus derives 
from the purchase a surplus of satisfaction. 'The excess of price 
which he would be willing to pay rather than go without that thing 
over that which he actually pays, is the economic measure of this 
surplus satisiaction. It has some analogies to rent, but is perhaps 
best called consumer’s surplus. 


It is obvious that the consumer’s surplus derived from som 
commodities is much greater than that from' others. There are 
many comforts _ and luxuries of which the prices are very much 
below those which many people would pay rather than go entirely 
without them ; and which, therefore, afford very great consumer’s 


2 If -we substitute a divisible coinmod'ty, say milk, for oranges which are 
indivisible, our diagrammabc leprescn^afion will be in the form of a curve as show 
here : 



Fig. 61. 

AA’ curv^ is the utility curt-c. PQ. line represents the price paid for five uni's 
of milk. The shaded area is the consumer’s surplus. 
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surplus. Good instances are mAtches, salt, a one-anna news- 
paper, and a postage stamp.® 

Importance of the Concept 

The idea of consumer’s surplus is of enormous importance in 
Economics, both from theoretical as well as practical points of 
view. 

The theoretical importance of this concept is that it reveals 
what substantial benefits we derive from our surroundings 
or environments in daily life without being conscious of the 
same. When we purchase a newspaper, we pay only two annas 
for it ; similarly we pay three pice for a match box. But hardly 
do we realise that the utility of these things is so great that we 
may be willing to pay, say, ten rupees for each of them rather 
then go without them. The consumer's surplus deriv'ed from the 
newspaper is, then, equal to Rs. 9-14-0 and that from match' box 
to Rs. 9-15-3. 

From the practical standpoint, its importance lies in showing 
the comparative satisfaction achieved by a particular class of 
persons in various countries of the world ; or the comparative 
position of the various classes of people in the same country 
from the same viewpoint. For instance, an Indian may be 
getting only Rs. 100 p. m. in India, while he may be able 
to earn Rs. 200 in Australia ; but it may be that Rs. 100 in 
India may afford him greater consumer’s surplus than Rs. 200 
in Australia. In such a case it will be wise for him to stay in 
India. This concept is also useful in finding out the effects of 
certain taxes on different classes of society. When a tax is levied, 
the price of the article generally rises. Since consumer’s surplus 
is the excess of the price that a man will pay rather than go 
without it, over the price he actually pays for it ; a tax equal 
to this entire surplus can be imposed. The loss of consumer’s 
surplus due to the imposition of various taxes can be calcu- 
lated ; and the Finance Minister can then choose those taxes 
which inflict the least injury to the consumer’s surplus in pro- 
portion to their yield. Again, the consumer’s surplus derived from 
necessaries is greater than that derived from articles of comforts 
or lu.xuries : and consequently heavier taxes can be levied on 
necessaries than on comforts and luxuries from purely financial 
point of view. 


3 Marshall, Prh;c!pks of Economks, p. 124. This benefit, Marshall continues, 
may be called the benefit ivhich he derives from his opporttKitUs, or from his mtfron- 
r^rjs ; or to recur to a svord that was in common use a few generations .ago Aom 
his cov.jii~.cim. Ibid, pp. 124-25. ' t. 
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X c*. ’^vp: cf “Cansucier^s Surplus"'. Illustrate it diagram*' 
* . •- tbe importance of the concept of “Consumer'r. 


EXAMINATION QUESTIONS 

' V 

\ Explain Consumer’s Surplus. Discuss the advantages of studying itv. 

/jiyO) 

2, \STi:c a short note on Consumer’s Surplus. (1947) 

U\ F. Int. Com. 

W’hat is meant by Consumer’s Surplus ? How does it arise and how . is it 
v.v^asuml ? (1946) 

4. ^ Explain consumer’s surplus^ and discuss its importance. (I. Com., 1943) 

Rttj, Int. Arts 

5. Write note on consumer’s surplus. (1949) 

6. Explain consumer’s surplus. Discuss its relation to production and 
consumption. (1948) 

7. What is consumer’s surplus ? How is it measured ? Why does it arise ? 

(I. A., 1941) 

Patna Int. Arts 

8.. Explain the concept of consumer’s surplus of .satisfaction. Can you 
measure it? (1943) {1946A) 

Patna Int. Com. 

9. Explain the concept of consumer’s surplus of satisfaction. (I949A) 

10. Write a note on consumer’s surplus. (1948A) 
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Bombay 

20. Write a note on consumer’s surplus. (1948) 

21* How do you accoimt for the fact that the most useful commodities 
such as bread, salt and water arc very cheap ? State your answer in terras of 
the general economic law on the subject. (Bombay, I, Com., 1939) ' 

22. Examine the concept of consumer’s surplus and discuss how far the 
surplus is substantial ? What is the importance of this concept in Economics ? 
(Bombay, 1. A. 19^) 

Poona Int. Arts 

23. Write a note on ‘consumer’s surplus’, (1949) 

Madras Int. Arts • 

24. Explain the doctrine of consumer’s surplus. How far is it possible to 

measure this surplus in forms of money ? What is its practical utility ? (1950) 

Travancore Int. 

25. What is ‘‘consumer’s surplus” ? Explain it with the help of diagram c 

( 1943 ) r o V 
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THE STANDARD OF LIVING 


Sanitation, in any accepted sense of the word, is practically non-cxistcnt. 
The public latrine is too often the bank of a river or the margin of a 'tank 
Unprotected wells and tanks, unswCpt village streets, close pent up windows 
excluding all ventilatK^n— in such conditions does the average villager live, and 
yet observes a remarkably high standard of personal •cleanliness and tidiness— 
Linlithgow Reports 


After Studying wants and utility, we may now turn our attention 
to the subject of Standard of Living. The quantity add quality of 
everything that a man consumes is reflected in his standard of living. 
Standard of living of a person is as such the index of his economic 
progress. On the same reasoning it can be shown that the standard 
of living of a nation is the true measure of its economic progress. 
It is, therefore, important to study the subject of standard of 
living. 


§ 1. STANDARD OF LIVING 

Meaning of Standard of Living 

Everyone of us consumes certain articles of necessity, comfort 
and luxury. Throughout Jong use we become so much accustomed to 
them that we feel acute pain if we miss them. The articles of 
necessity, comfort and luxury, to which a man becomes habituated, 
constitute his standard of living. Otherwise expressed, standard of 
living signifies the wants that one habitually satisfies. 

It follows from the above that the standard of living is, more or 
less, a matter of one’s habit, and, therefore, does not change 
quickly and easily. Habit, the so-callcd second nature of man, 
does not change soon; and the standard of living of a person is more 
or less fixed. It is; however, comparatively easy to raise the 
standard of living than to lower it. 

In our daily life wo often hear and talk about standard of living. 
Usually' this term is used in a comparative sense, Wc occasionally 
say that the standard of living of an Englishman is higher than that 
of an Indian, and the standard of an American is superior to that of 
an Englishman. A higher standard of living signifies the satisfaction 
of a larger number of, and more wisely selected, wants; whereas a 
lower standard of living signifies the satisfaction of few wants %vhicji 
may be unwisely chosen. Obviously, the higher standard of living 
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leads to a richer, fuller and materially happier life, while a lower 
standard of living results in poor, incomplete and materially 
inferior life. 

Factors governing the Standard of Living 

It is, therefore, the endeavour of every individual and nation to 
achieve a high standard of living. But what are the factors on 
which the standard of living depends? These factors are mainly two: 
( 1) the amount of income spent, and (2) the wisdom with which it 
is spent . Other things being equal, a rich man is in a postion to 
sajisfy a larger number of wants than a poor man and, therefore, 
has a higher standard of living. Again, of the two persons who 
have equal incomes, the one who spends his money more wisely will 
have a higher standard of living than the other. 

Evidently excellence or othenvise of the standard of living does 
not depend only on the income of a person; wisdom in expenditure 
is another important factor. An expsnsive standard of living, in other 
words, is not necessarily a high standard of living. An iflustration may 
be given to explain this point. Suppose Atma Ram earns Rs. 200 per 
month whereas Babu Ram earns only Rs. 100 per month. Atma 
Ram may be a reckless fellow, spending money on thoughtless 
objects. He may be addicted to drinking, cinema and such other 
habits which may claim about half of his income or even more. 
He may spend the rest of his income in a similarly careless fashion — 
in taking food at hotels, on showy and costly clothes and in 
consuming cheap luxuries. The quality of his total consumption is 
obviously inferior; his standard of living will be called rather poor. 
Babu Ram, on the other hand, may be very wise in his 
expenditure. He may spend a fair part his income on healthy and 
nutritive diet, may live in an open house and may wear clean, tidy 
and durable clothes. He may also spend something on education 
and save a little for the “rainy day.” His standard of living is 
without doubt fairly high. In this illustration, then, though 
Atma Ram earns twice as much as Babu Ram, still the standard 
of living of latter is superior to that of the former j because 
Babu Ram spends his income very wisely, whereas Atma Ram 
spends it very carelessly. Therefore it is wrong to argue that a 
costly standard is necessarily a high standard. Unless other things 
arc supposed to be equal, an expensive standard must not neces- 
sarily be a high standard. 

Importance of a High Standard of Living 

In modern times all of us try to maximise our material welfare; 
that is why the present age is often described as the *‘Agc of 
Materialism” True to the spirit of the times, individuals and 
9 
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nations bcKeve that a high standard of living is an ideal which 
should be tried to be achieved and striven for. Whenever any 
individual finds that he can increase his income and raise his 
standard of living in some way or the other, he generally tries to 
make use of the opportunity. Indeed, there are persons who do 
not even produce children so that they may be able to maintain a 
high standard of living. As has been wittily remarked, a new 
couple has to choose between a car and a baby; and often the car 
wins ! What is true of an individual is also true of a nation. The 
modern nations try to harness all the natural resources like water- 
falls, forests, mines, fisheries, etc., and use other methods to make 
their people richer than what they are. A nation believing in a 
high standard of living exploits its resources to the maximum 
degree in the productive operations, thus paving the way for the 
maximum consumption for . its members. In fact, a higher or lower 
standard has become the index of an advanced or a backward 
nation respectively. 

« 

There are^ however, certain thinkers who do not attach much 
value to material progress/ and to whom the spiritual advancement, 
the advancement of .*ioul and mind, is the only worthy ideal to be 
followed* Such people do not believe in a high standard of living* 
On the other hand, they stick to the principle of "simple living and 
high thinking.” Mahatma Gandhi and Tolstoy were representative 
thinkers of this school. From an economic viewpoint, it can be 
stated by way of criticism that this attitude is not helpful for 
material progress and does not, therefore, receive the sanction of 
economists. Even from a broader strndpoint this ideal becomes, at 
its best, merely theoretical. In these days of dire materialism when 
human blood is spilt more carelessly than water for achieving ma- 
terial objects, no country can hope to keep its head high unless it is 
materially strong. The younger generation of India does not, there- 
fore, agree with the Gandhian ideal. 


\ 

I 

§ 2 . STANDARD OF LIVING IN INDIA 


A Quantitative Estimate 


India is one of the poorest countries in the \v’orld; and, n.s may 
well be expected, the standard of living of its people is very low. 
The income per capita (U., per head) in this country shows the extent 
of prevailing poverty. The following tabic gives the estimates of 
the income per head given by different economists from time to 
time : — 
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Year for which 
estimate is 
made 

Estimated by 

Income per 
head in 
Rupees 

1868 

Da<^abhoy Naoroji 

20 

1897-98 

Lord Curzon ... 

30 

1911 

Sir B. N. Sharma 

50 

1913-14 

Wadia and Joshi 

44 

1913-14 

Vak il and M uran j an 

58- 

1921 

Shah & Khambhatta ... | 

1 74 

1925-26 

! V. K. R. V. Rao ... ' 

1 

1931 

Findlay Sbiras 

i 63 

1 

1931-32 

V.K. R. V. Rao 

1 

1 62 

1937-38 

Sir James Grigg 

56 

1946-47 

Government of India 

150 

1948-49 

National Income Committee 

255 


The difference in various estimates is due to the difference in the 
methods of calculation; but they all go to show that our standard of 
living is not high. 

The smallness of income per head^of the people of this country 
can be better realised when it is compared with the corresponding 
figures of the other countries of the world. The following table 
gives the comparative figures : 


Country 

_ . 

Per Capita income 

Year of the estimate 

' 

India 

r 

1 

1931 

Australia ... ... j 

! 98 

1924 

U. S. .A. ... ... i 

i 89 

1932 

United Kingdom ’ ... I 

! 76 

1931 

German V ... ... j 

39 

1925 

Italy ' ... ... j 

24 

1927 

Japan 

14 . I 

1925 
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i;, dire poverty of the people imposes a rigidly low standard of 
living. When a man has to support himself, his wife, his children 
and possibly his parents at less than Rs. 10 per month, the diet of 
the family will be inevitably ill-balanced and insufficient; the housing ‘ 
coimition obviously unsatisfactory ; clothing naturally bare and 
inadequate; and other wants necessarily starved. Sir John Megow 
aptly observes, It is useless to tell people to drink more milk, or 
to eat more fruits and vegetables^ unless we can show them how 
these articles can be obtained in addition to and not instead of part of 
the usual diet. Already many people cannot obtain enough rice 
and other bulky cheap foods to satisfy their hunger. To suggest 
expensive goods to these people would be just as reasonable as the 
remark attributed to Queen Marie Antoinette who, when told that 
the people of Paris were clamouring for bread, was said to have 
replied, « If they have no bread, why don't they eat cakc’'.^ 

A Qualitative Estimate 


The poverty being so great and widespread, people of India arc 
able to satisfy very few wants. Let us first take the case of neces- 
saries. Jfecessaries for existence are available to the majority of the 
people, though this want is not always fully satisfied- There arc 
thousands of persons in the country who get food only once a day, 
and even that is very rough and poor.® Clothing is a luxury to 
many and it is only in winters that ragged and insufficient clothes 
appear on their person. The poor cannot afford to purchase 
woollen clothes and thank their stars if they have enough of the 
cotton ones. In the matter of housing in particular, special diffi- 
culty is faced. The villagers live in untidy mud hovels ; while 
the labourers spend their lives in dirty and over-crowded quarters 
where their moral and material degradation is almost terrific. It 
is, indeed, a sad fact to confess that thousands of our countrymen 
do not get even adequate necessaries for existence. So far as 
conventional necessaries arc conogrned, they arc almost compulsory in 
character in our custom-ridden country- It is seen that at times 
people purchase conventional necessaries even at the cost of 
necessaries for existence. Necessaries for existence and conven- 
tional necessaries are the ones that arc satisfied by an average 
Indian first and foremost. His resources arc so slender that hardly 
anything is left to be spent on necessaries for efficiency » As Moreland 


ISirJohn Megow, Social S€Tincf,r^» 210. 

2 In several parts of northern India the industrial workers cannot afford any- 
thmtr more than the parched and coarse sutjar for the midday fare, the even - 

tnir meal generally consisting of wheat flour, cakes and lentih^ ; vcgcianle'Oil, ita 
and fruits enter but little into their dictanw. In 

Madras, the position is not rubslanially different ; a meal of cold rice (boiled the 
preWous night) with salt for breakfast, rice and lentils for midday and 
night ;wtih vcr>» few vegetahKs, practically no fntit, miU or g/irr— Shiva Rao, TM 
Industrial Werker in IndtOy p. 67. 
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observes, "very large numbers are unable to provide for education 
or medical treatment while healthy dwelling houses are rare, 
specially in the towns. A large population of the artisans and 
labourers and even of small cultivators possess insufficient clothing 
for cold weather ; while in many parts of the country the food of 
the labourers in not sufficient to enable them to do a full day’s 
work 

We now pass on from necessaries to comforts and luxuries. An 
average Indian has now begun to consume certain articles of 
comfort and luxury, partly because of their cheapness and partly be- 
cause ofhis increased knowledge which better means of communica- 
tion, newspapers and urban habitation daily bring home to 
him. In fact, he is so much drawn to things like Japanese toys, 
creep-sole shoes and artificial silk that he cannot resist the tempta- 
tion of purchasing them. His income being what it is very 
often he has to sacrifice the articles of efficiency for satisfying his 
fancy. 

Our countrymen have a low standard of living not only 
because of their poverty but also because of their ig/iorance. 
They do not have the capacity to marshall their expenditure wisely, 
thus failing to derive even that satisfaction which can possibly 
be had. 

Effects of Low Standard of Living 

The inadequacy and injudiciousness of consumption of the 
people of India result in various evils. People who hardly get 
the bare necessaries are bound to develop weak constitution. 
They remain inefficient at their occupation and earn low wages. 
What more, they fall an easy victim to the various minor diseases, 
which either prove fatal or render them weaker still. Children 
of such physically bankrupt persons are also very weak and 
inefficient. Many of them swell the figures of the infantile 
mortality, while the sun,dvors are made worthless by the want 
of proper nourishment and sufficient clothes, of proper education 
and necessary training. When they grow to manhood, they join 
the rank of unskilled labourers earning just a few annas per day, if 
they luckily get a job somewhere. Their poverty leads to their 
inefficiency, and their inefficiency to their poverty. This is the 
vicious circle in rvhich the masses of the country have been envelop- 
ed, and from which an escape must be made. It will, therefore, 
be instructive to study the causes of the low standard of living in 
India. 

Causes of Low Standard of Living 

, (1) The most obvious and the most important cause of the low 

standard of living is the pocerly of the masses. As shown above, peo- 
ple are so poor that they sometimes find it difficult even to keep 
their body and soul together. 

SMorcland, An InSroductlon to EconorzUs, 



134 


INTRODUCTION TO ECONOMICS 


{2) lUUeracy of the masses is aX%o s.n important cause. Wants in- 
crease with a spread of knowledge. The absence of literacy atnonir 
the masses narrows down their vision to such a great extent that 
many of them find themselves perfectly satisfied. But there is a 
graver danger which illiteracy has brought about. This is the dan- 
ger of unwise expenditure which is very often met with in our 
villages and industrial centres. Much expenditure on superficial 
festivities, on marriage and death and litigation, on drinking and 
cheap knick-knacks, can be curtailed with a salutary effect on the 
standard of living. 

(3) Customs and fashion have a determining influence on the stand- 
ard of living. A man's demand for goods depends upon the mode of 
life which custom and fashion in his class of society have made him 
accustomed to, and much less upon his individual tastes and liking. 
A professor and a businessman, having the same income, are bound to 
have different types of living. The professor will dress himself well, 
live in a decent house, have a good library and give himself up 
to occasional recreation like cinema-shows by way of mental diver- 
sion; while the businessman will devote a better part of his time, 
money and energy in promoting his business connections, himself 
leading a frugal life with as few diversions from business as 
possible. 

(4) The religious and social ideals of the country also favour a life 
of frugality and simplicity, based on the principle of “simple 
living and high thinking." The emphasis on this principle by 
Mahatma Gandhi has increased the importance of this factor as an 
obstacle to a rise in the standard of living. Under the recent 
Congress regime, we found Congress Ministers travelling in third 
class, drinking tea for two pice per kullarh and riding in ekkas for one 
anna per passenger. The example thus set by them has had a 
lasting effect on certain sections of the people. 

(6) Absence of nd qu ite and efficient means of communication and 
transport and the hek of contact between the backward and progres- 
sive sections of the country arc the other causes of the low standard 
of living in this country. 

(6) Physical factors arc also partly responsible for the low 
standard of living. Due to hot climate, people have few wants. 
The wants for clothes is not pressing since during the summers 
practically no clothes arc necessary, while during the winters the 
warmth of the burning fire keeps the body active. Big houses arc 
not essential, since courtyards inside or in front of the houses 
arc quite comfortable in summer, while the accommodniion of 
all the inmates in a few rooms in winter docs not appear to be 
unpleasant. 

How to Raise the Standard of Living? 

Our standard of living can be raised only if we remove die 
basic causes of the low standard which have been pointed out above. 
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The removal of poverty is, in fact, the most difficult problem to 
solve. Our economic machinery will have to be entirely 
overhauled, and in many cases replaced, for only a bold step can 
break the vicious circle of poverty leading ultimately to greater 
poverty. Efforts should be made to remove the ignorance of the 
masses. Let the school-master be abroad, primary education be 
made compulsory, and arrangement be made for vocational training. 
Public health campaigns should also be carried on with a view to 
impress upon the people the necessity of sanitation and cleanliness. 
The masses should be made to realise the value of a materially 
rich and full and in their heart should be inspired the ray of hope, 
the herald of the sun of happiness. 

Standard of Living in the Post-War Period 

The Second Great War has ushered in a new era in the thoughts, 
aspirations and hopes of the people all over the world. Plans of 
post-war reconstruction and development have been made in almost 
every country of the world and everywhere the key-note of such 
plans is raising the standard of living of the masses. Progressive 
and powerful countries like U. S. A. and U. K. also believe that 
their own salvation in the post-war period lies in improving the 
standard of living of the people of backward countries; and countries 
like India may hope for something definite in this direction. Apart 
from it, “Eight Industrialists,” of our country published a Plan for 
the Economic Development of India a few years back, which envisaged the 
raising of our standard by at least two-fold within 15 years. The 
reception received by the plan in Governmental and non-Govern- 
mcntal circles augurred well for the future. This was followed by 
the People's Plan, the Gandhian Plan and the Five-year Economic 
Plan of the' Government of India. Recently the Planning Com- 
mission has published a Draft Report ; and its final report is about to 
be released. The more important matter than framing a plan is to 
put into execution ; and it is in the latter direction that con- 
siderable difficulties exist in India. 

TEST QUESTIONS 

1. What is meant by ‘standard of living ? What arc the factors which govern 
it ? Show the importance of a high standard of li\-ing. 

2. 'Write an essay on “The Standard of Living in India.’ 

3. Has 'j our standard of liHng been rising ? Discuss fully. 

EXAMINATION QUESTIONS 

U. P., Int. Com. 

1. How have social customs affected tic economic condition of Indian people ? 
Suggest rcmed'cs to remove some of the worst evils. (U. P. I. Com, 1948). 

2. Discuss intcllit’cntlv the influence of climate and customs on the standard of 
living. (U. P. Com. 1933). 
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(2) Illiteracy of the masses is also an important cause. Wants in- 
crease with a spread of knowledge. The absence of literacy amonir 
the masses narrows down their vision to such a great extent that 
many of them find themselves perfectly satisfied. But there is a 
graver danger which illiteracy has brought about. This is the dan- 
ger of unwise expenditure which is very often met with in our 
villages and industrial centres. Much expenditure on superficial 
festivities, on marriage and death and litigation, on drinking and 
cheap knick-knacks, can be .curtailed with a salutary effect on the 
Standard of living* 

(3> Customs and fashion have a determining influence on the stand- 
ard of living. A man's demand for goods depends upon the mode of 
life which custom and fashion in his class of society have made him 
accustomed to, and much less upon his individual tastes and liking. 
A professor and a businessman, hat/ing the same income, are bound to 
have different types of living. The professor will dress himself well, 
live in a decent house, have a good library and give himself up 
to occasional recreation like cinema-shows by way of mental diver- 
sion; while the businessman will devote a better part of his time, 
money and energy in promoting his business connections^ himself 
leading a frugal life with as few diversions from business as 
possible. 

(4) The teligious and social ideals of the country also favour a life 
of frugality and simplicity, based on the principle of ‘‘simple 
living and high thinking." The emphasis on this principle by 
Mahatma Gandhi has increased the importance of this factor as an 
obstacle to a rise in the standard of living. Under the recent 
Congress regime, we found Congress Ministers travcHing in third 
class, drinking tea for two picc per knllarh and rjdi ng in ekkas for one 
anna per passenger. The example thus set by them has had a 
lasting effect on certain sections of the people. 

{6) Absence of ad quite and efficient means of communication and 
transport and the lick of contact between the backward and progres- 
sive sections of the country arc the other causes of the low standard 
of living in this country. 

(6) Physical factors arc also partly responsible for the low 
standard of living. Due to hot climate, people have few want<;. 
The wants for clothes is not pressing since during the summers 
practically no clothes arc necessary, while during the winters the 
warmth of the burning fire keeps the body active. Big houic.i arc 
not essential, since courtyards inside or in front of tfic hotisrj 
arc quite comfortable in summer, while the accommodation of 
all the inmates in a few rooms in winter docs not appear to be 
unpleasant. 

How to Raise the Standard of Living? 

Our standard of living can be rained only if we remove the 
basic causes of the low standard v/hicb have b^cn pointed out a!>ovc. 
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BUDGET 
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CHAPTER 18 


FAMILY BUDGETS 


There is perhaps no branch of Economics in which intensive work yields a hr re 
harvest of suggestive returns than the study of statistics of consumption. Any one 
may enter this field by making a study of the expenditures of the family group to 
which he himself belongs and by persuading friends to keep budgets of their 
expenditures in accordance with some simple but uniform plan — Stager. 

§ 1 . INTRODUCTION 

In a preceding chapter we had discussed how a person can 
derive the xnaximum advantage out of his expenditure by following 
the law of equi-marginal utility. The pursuit of the said law 
becomes convenient and easy if proper family budgets arc main- 
tained ; and variations are effected in the nature of expenditure 
as suggested by the budgets. Family budgets have also other im- 
portant advantages of considerable and vital economic significance, 
all of which go to make their study an important subject in Eco- 
nomics. They have been collected in various countries of the 
world and valuable information has been drawn from them from 
time to time. 

Meaning of Family Budget 

A family budget, it may be stated, consists of a detailed des- 
cription of the income and expenditure of a family, and has 
reference to a particular period, a month or a year. It can, there- 
fore, be defined as a aetaxUd staUmerit of the estimate of income and 
expenditure of a family ^ relating to a particular ptriod. 

Form and Contents of a Family Budget 

A family budget begins with a mention of the members of the 
family in question and the annual (or monthly, as the case may Ik) 
income thereof. Thereafter arc given, in a classified form, the 
various groups and items of expenditure. The total quantity of 
each commodity consumed, the price paid, the total amount spent, 
the percentage that the amount spent on each head bears to the 
total income, and the remarks, if any, arc all given in detail. A 
rough form follow here : 
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BUDGET 

^0. of members. (men, women and children, with their ages, to be 

mentioned). 

Annual income ........ . 


Items of 
expenditure 


Quantity consumed 

Amount spent 


In a week 

• iH 

-*-* • 
c ^ 

a O 

Price per 

•M 

c 

3 

O 

g 

or 

erg 

unit. 



month 

CO 

3 C 



Of j 


O W 

H 


o 

^ I 



Percentage of expendi- 
ture to total income. 
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The most important group of items of expenditure in a family 
Dudget IS Food* The tota.1 amount of income spent on food varies 
from about 50 per cent to about 60 per cent* Clothing is the next 
important group ; about 18 per cent of one’s income is spent on 
this object. Lodging c]z,ims 12 per cent and Heat and Light another 
5 per cent of one’s income. Education, taxation, health and scr- 
vants are other items of expenditure* 

§ 2. ENGEUS LAW OF CONSUMPTION 

Important studies of family budgets have been carried on in 
various countries of the world. Probably the most important of 
such studies was made by Dr. Engel in the year 1857 in Saxony 
(Germany). He divided the families living in Saxony into three 
classes : the labour class, the middle class and the well-to-do class. 
The main items of expenditure were classified by him into the 
following groups : (i) Food, (lY) Clothing, (Hi) Lodging ; (iv) Pleat 
and Light, and (r/) Education, Health and Servants. He tried to 
find out the percentage of income spent by each class of families 
on the various heads. The result of his investigation is presented 
in the following table 



Percentage of its income spent by — 

Items of expenditure j 

) 

i 

! 

_ , , ! Middle 

Labour dass , 

family j 

i i i 

Well-to-do 
class family 


1. 

Food * 

60 

55 

! 

j 50 

2. 

Clothing ••• 1 

18 

18 

U> 

12 

3. 

Lodging j 

12 

12 

4, 

Heat and light | 

5 

5 

' J icr 

5. 

Education, health l 

5 

10 



and servants, etc. p 
Total ... 1 

1 

100 

100 

f 100 


As is dear from the tabic, Engel discovered that, ar. the income 
increases — 

(1) The pcrccniac'c of it spent on food ; 
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(2) The percentage of it spent on clothing, lodging and 
heat and light remains the same ; 

(3) The percentage of it spent ’ on education, health and 

servants, etc., increases. 

Briefly, it may be stated that as the income of a family increases, tke 
percentage of income spent on tke food decreases, that spent on clothing, 
lodging, heal and light remains unchanged and that spent on education, health, 
■ servants, etc., increaees. This is known as the EngeVs Law of Consumption. 

Diagrammatic Representation 

In Fig. 18 on p. 140, the height of the rectangles shows the 
percentage of income ; and their width, the amount of income. 
The first rectangle is the widest and represents the richest family ; 
the last rectangle is the least wide and represents the poorest 
family. 

The amount spent on food by the rich family constitutes only 
50 per cent for its income ; that spent by middle class family, 


cupies a unique position in Economics, it may be produced below — 


Items of expen- 
diture 

Proportions of the expenditure of the 
family of — 

I 

1 1 

Wo r k m a n 
with an in- | 
come of 451. \ 
to 60/. a year j 

I 

2 

Wo r k m a n 
\vith an in- 
come of 90/. 
to 120/. 

! ! 

1 3 

1 

Middle class 
person with an 
income of 150/. 
to 200/. 

1, Food only ... 

62-0 p. c. 

1 ■■■ 

j 55-0 p. c. 

50-0 p. c. 

2. Clothing 

16-0 p. c. 

; 18-0 p. c. 

18-0 p. c. 

3. Lodging 

12-0 p. c. 

i 12-0 p. c. 

12-0 p. c. 

4. Light & fuel , 

5-0 p. c. 

I 5-0 p. c. 

5-0 p. c. 

5. Education ... 

2-0 p. c. 

1 3-5 p. c. 

5-5 p. c. 

6. Legal protec- 



3-0 p. c. 

tion. 

I-O p c. 

! 2-0 p, c. 

3-0 p. c. 

7. Care of 


} 

( 

health 

1-0 p. c. 

1 2-0 p. c. j 

[ 3-0 p. c. 

8. Comfort and 




recreation. 

j 1-0 p. c. 

1 

} 

: 2-5 p. c. ; 

1 

3-5 p. c. 

Total 

100-0 p. c. 

100-0 p. c. ! 

I 

100*0 p. c. 
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55 per cent ; while that spent by the, poor family, 60 per cent. 
The bars are marked likewise. But this docs not mean that the 
total amount of money spent by the 'rich family on food is least ; 
and that spent by the poorest family, the biggest. It cannot 
be, for though the rich family spends only 50 per cent of its 
income on food, that income is very large ; as such, this amount 
is larger than the amount spent by the poor family on the 
same object. This point can be easily understood from the dia- 
gram. The total amount spent on various heads is represented 
by the divisions of rectangles ; and the first division of the rect- 
angles, representing the amount spent on food, is biggest in the 
case of the rich family. Similar considerations apply to other 
items of expenditure. 



Fir. [ir. l*w. 
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§ 3. the importance oe family budgets 

The preparation and the study of family budgets is of supreme 
importance in Economics. Not only in the field of Consumption, 
but also in the sphere of Production, Exchange and Distribution, 
•their importance is being realised with increasing force. Family 
budgets have profound importance to householders, economists, 
statesmen and social reformers alike. 

Importance to Householders 

The family budgets help a householder to follow the principle of 
equi-marginal utility. If he has no family budget, he might spend 
his income unwisely. For instance, he might spend its major part 
in such recreations and luxuries as cinema shows, crossword puzzles 
and other things of like description with the result that adequate 
amount may not be left for taking care of other important items 
cf expenditure. But if he keeps a family budget, he will at once 
detect that there is a big amount standing against the item of recrea- 
tion which can be curtailed with advantage ; and if that sum is 
spent on other useful objects, he will gain in total utility. 

Not only this, it also enables him to distribute his income pro- 
portionately between expenditure and saving. He may be spending 
money so recklessly as to leave very little for contingencies and old 
age ; or he might be saving so much as to lead a life of hardship 
and misery. If he has a family budget before him, the picture of 
his present and future requirements will come up before him and 
he will be in a position to distribute money prudently between ex- 
penditure and saving. In these ways and others, family budgets 
help householders to derive maximum satisfaction out of their 
income. 

Importance to Economists 

Family budgets are useful not only to householders but also to 
economists inasmuch as an important portion of their study is 
founded on the bed-rock of family budgets. 

(I'l The study of family budgets gives an idea about the economic 
position of the people of a country. It gives definite figures of the 
quantity and quality of commodities consumed by them and shows 
the stage of their mental progress. Family budgets enable econo- 
mists to compare the economic position of different classes of people 
in the society. They give an accurate idea of the disparity in the 
financial standing of the poor and the rich and go to make a case 
for an equitable distribution of wealth and income. Sometimes 
this comparative study takes into account the economic conditions of 
the people of two or more than two countries, which bears valuable 
fruits at times. Comparison of the conditions of the working class 
in America, England and Japan with that of the working class in 
India, at the present moment, leads to many important conclusions 
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regarding the connection of income to efSciency, welfare and other 
sets of economic relationship* 

(2) A study of family budgets of a class of persons of a country 
enables an economist to find out whether the amount is being spent 
by that cl^ss of persons wisely or not. If not, where docs the defect 
he and how can the people be made to derive greater benefit 
from the expenditure. 

(3) Family budgets also show the taxable capacity of dificrent 
families. They show how much amount is spent on each head, 
whether that distribution of expenditure is prudent or reckless, 
what ^ is the amount of savings, etc. Such knowledge is useful in 
deciding the magnitude of taxes, 

(4) ^ Family budgets provide the raw material for the construction 
of various index numbers, as for example, the cost of living index 
numbers. The latter index numbers give a correct idea of the cost 
of living of, say labourers; and suggest the minimum wage which 
must reasonably be given to them. They may, thus, go a long 
way in settling labour disputes over the wage question and prevent 
much loss resulting from unnecessary strikes and lock-outs, 

(5j Family budgets are also important because certain economic 
lavvs arc based on their study. The Engel's Law of Consump- 
tion, discussed above, is one instance. It is just possible that further 
study of family budgets may result in the formulation of similar 
other laws. 

Importance to Social Reformers and Statesmen 

Social reformers derive much inspiration nnrl lessons from family 
budgets. To give only one instance, they discover from family 
budgets the extent of richness in the country, the extent of poverty 
in it, and the extent of difference in the position of the rich and 
the poor. The budgets may also frivc nn idea of the causes and 
nature of the social degradation and misery of the mnsrrs and the 
superficial and plentiful existence of the limited few. Tlicy may 
even make it the basis of amovement in favour orcquitnblcdistrihu- 
tion of wealth and income. Similarly, statesmen ran make if the 
object of their activities and bring about a reform in a 
fashion through taxation and other legislative mtasurrs. 
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committees like the Labour Committee, etc. Some important 
investigations have also been done independently. Of all the studies, 
we shall like to make a mention of those of Major Jack and Profes- 
sor G. Findlay Shirras. 

Major Jack’s Study 

Major Jack studied the family budgets of the people living in 
Faridpur district in Bengal. This was the pioneer work and is 
considered to be contribution to Indian Economics. The line of 
study followed by Jack was different From that of Engel, but on the 
whole it confirms Engel’s conclusions. For instance, Jack found 
that the agriculturists living in comfort spend about 58 per cent of 
their income on food while those who live in poverty spend 60 per 
cent of their income on this item. The difference between the 
percentage is not wide because the financial position of the agri- 
culturists living in comfort does not materially differ, according to 
Major Jack’s classification, from the position ol those living in 
poverty. 

Findlay Shirras’ Study 

Findlay Shirras collected the budgets of working class families 
of Bombay in the years 1921-22. He found that the workers who 
earned less than Rs. 30 per month spent about 60 per cent of their 
income on food ; while the workers who earned about Rs. 80 to 
Rs. 90 per month spent about 53 per cent of their income on this 
item.' As such, the percentage of income spent on food decreases 
as income increases. His study also confirms the truth of the Engel’s 
Latv. 

These studies are only preliminary. There is a rich, varied 
and virgin field for other similar studies. It is hoped that in near 
future, this gulf in the study of Indian economic problems will be 
bridged over, properly and efficiently. 

Studies During and After War 

The War gave a great stimulus to the study of family budgets in 
this country. The most important work has been done by the 
Labour Ministry of the Government of India by opening a 
separate section for collecting family budgets of workers and con- 
structing Cost of Living Index Number on a ver^f large scale. Studies 
relating to middle class people have been conducted by the Bombay 
Gujrati Association, Punjab Board of Economic Enquiry' and U. P. 
Government. In many war-time studies, the need of studying family 
budgets has been repeatedly realised and efforts have been made 
in this direction. The lessons learnt during the war are being 
reinforced by the talk of post-war development of India. Wc are 
definite that in the post-war period, a study of family budgets would 
acquire a new importance and stimulus. 
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(2) You should also be clear as to the unit of iniesntiattQn. If you 
want to collect family budgets of cultivators, then your unit of 
investigation is the cultivator and you must define exactly who a 
cultivator is. Is a man who carries on only agriculture and no 
other business a cultivator ? Ora man who carries on agriculture 
along with some other occupation is also a cultivator? Difficulties 
may arise in apparently simple cases. For instance, if you want to 
collect family budgets of married and unmarried persons, and if 
you have not defined a married and unmarried person skilfully, 
you may not know in which class widows should be put. Once 
you have defined the unit of investigation, you should stick 
to it faithfully throughout the course of your inquiry. 

(3) You should also prepare a list of all the questions which you 
want to put to the informant. You should not forget that your 
informant is usually illiterate and uneducated person and can be 
of help to you only if you can come down to the level of his mental 
development. Your questions should be as simple as possible, in 
thought and expression, so that their meaning can be grasped whli 
little or no difficulty. The questions should also be few so that 
you may not burden the informant. They should not, moreover, 
be personal and inquisitive lest they might become displeasing. It 
is advisable to divide the questions in various groups and arrange 
them in a logical and connected manner. 

Instructions for Field Work 
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not to give too much time for a reply lest the informant might cook 
a story out of his imagination. If you feel that the reply is careless 
or incorrect, you may cross-examine the informant; but the cross- 
examination should be very cautious. In such a case you may 
gather the same information from some third parties' also, and if 
you find that the information from independent sources tallies 
with that given by the direct party, the correcttiess of your material 
is definitely confirmed. 

After you have made inquiries and have come back from your 
investigation, you should put down the information on paper. Do 
not try to write out these things before the informant. Whatever 
notes you make after the investigation, m.ty be logically written 
and presented in proper form later. 

Questionnaire and Blank Form 

A questionnaire is a list of questions. Sometimes the persons 
from whom information is to be gathered are educated and can be 
expected to send dependable answers to relevant questions. In such 
a case a Questiomahe is prepared and sent to them with the request 
to send their replies. 

When the questions to be asked are simple and little information 
is required, a list of questions is drawn up, and some space is left 
after each question where reply to that question is to be written. 
Such a form is known as as a Blank Form. 

The difference between a questionnaiie and a blank form is that 
the former contains many questions requiring lengthy answers while 
the latter contains only lew questions which can be answered in 
short ; hence a questionnaire does not have the space where 
answers can be written— they have to be written on a separate 
paper — while a blank form does have such space. 

§ 2. frlparation of family budgets 

After all the information is gathered, you have to prepare 
a family budget in a standardized and* proper form. The 
actual form of the budget should be such that the entire 
basic material is systematically arranged and all the impor- 
tant calculations may appear in it. You should clearly show 
how the percentage expenditure on a particular head has been 
arrived at. 


§ 3 . diagrammatic RErRESENTATION 


Thg budgets can be diagrammatically represented. The usual 
diagram for this purpose is a rectangle. The vertical side of the 
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rectangle is made to measure the percentage expenditure, so that 
the total length of the rectangle is taken to be equal to 100. Then 
according to the^ percentage of income spent on various heads, 
rectangle^ is divided into various subdivisions, each subdivision 
representing the expenditure on a particular head. These sub- 
divisions are coloured or shaded or made distinct by different 
kinds of hatching. 

A complex diagram is sometimes drav^m when the length of the 
rectangle is made to measure the percentage of income, while the 
width measures the actual amount of income. TTiis diagram is 
usually made use of for comparative purposes. For an illustration, 
see Chapter 18, p. 140, ante. 


§ 4. FORM OF A FAMILY BUDGET 

We have discussed above the manner in which information 
regarding family budgets should be collected and presented. Now 
we will describe the form of a family budget. 

A family budget should be prepared in such a form that all the 
information is shown in it systematically and clearly. The first 
thing that should be written is the name of the head of the family* 
the number of members of his family, the amount of his income, 
etc. After that, details about expenditure arc given in the shape 
of a table. All the items of expenditure arc divided into a number 
of Major Heads, For instance, the major heads can be as 
follows : (i) Food, (it) Clothing, {Hi) House, (ir) Light, Fuel, etc., 

(r) Health and Education, (ri) Other Expenses, and (nt) Savings 
and Investment. Under each major head arc mentioned the com- 
modities falling in that category. Against each commodity, the 
quantity purchased, the rate at which it was purchased, and the 
total amount spent on it, arc written. The total amount spent on 
each major head is separately totalled up. 

In the end, a separate tabic is prepared shov/ing tfie amount 
spent on each major head; and the proportion of this amount to 
the total income is also expressed as a percentage. 
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FORM OF A FAMILY BUDGET 
Name and Address of the Head of Family 

Occupation 

Number of Members in the Family ; 

Men 

Women 

Children 


Total 


Monthly Income 

Period 

Date of Enquiry., 


Heads of Expenditure 

Quantity 

Rate 

Amount 

Spent 

Remarks 

I. Food 

(a) Grain and Pulses 
Wheat 

Rice 

Bajra, Jwar, Maize, 
Etc. 

Gram 

Arhar 

Urd, Moong and 
Masur 

(b) Vegetables and Fruits 
Vegetables 

Fruits 

(c) Sundries 

Ghee 

Oil 

Sugar 

Gur 

Salt 

Spices 

Tea 

Milk 

Others 

Total ... 

1 

i 

1 

i 

! 







■ ■ ^ i. 

i \ \ I 
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Heads of Expenditure i Quantity | Rate | ^S^enT^ j 


IL Clothing 

Shirts 

Kurtas 

Dhotis 

Pyjamas 

Pants 

Coats 

Blouses 

Snlukas 

I. aps 

Bcdshccts 

Tou'cls 

Baniyans 

Underwears 

Shoes 


Total 



III, House 

Rent 

Repairs 

7’axcs 



IV, Light, Furl, Etc. 


flr-r 

rde'Mricity 

cZ) 
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^ . -D * Amount 

Heads of Expenditure Quantity Kate i spent 


V. Health and 
Education 


Medicines 
School Fees 
Books 
Stationery 


Total 


VI. Miscellaneous I 

i 

(fl) Social and Reli- 
gious Expenses... 
lb) Recreation 

(c) Services — 
Washerman 
Barber 
Sweeper 
Servants 

(d) Other Expenses — 
Pan, Cigarettes, 

Etc. 

Supam ... 1 

Correspondence... 
Travel 


Total 


VII. Savings and 
Investments 


Remarks 


( 

. ? 
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PERCENTAGE OF TOTAL INCOME SPENT ON 
MAJOR HEADS 


Heads of Expenditure 


Amount Spent 


Percentage 
of Total 


L Food 

11. Clothing 

III, House 

IV. 'Light, Fuel, Etc. 

V. Health and Education 
VL Miscellaneous 
VII. Savings and Investments 

Total 


§ 5. FAMILY BUDGET OF A MIDDLE CLASS FAMILY 

Name and Address of the Head of Family — ^Ram Das Sinha, 
Colonelganj, Allahabad. 

Occupation — ^Head Clerk, Caxton Co., Ltd., Allahabad. 

Number of Members in the Family — 2 men, 2 women, 2 child- 
ren=Total 6. 

Monthly Income — Rs. 200. 

Period— 1 month (April, 1952). 

Date of Enquiry — May 18, 1952. 
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Heads of Expenditure Quantity. 


I. Food 


(а) Cereals and Pulses— 
Wheat 

Rice 

Joar, Bajra 

Gram 

Pulses 

(б) VegetablcsBcFruits — 
Vegetables 
Fruits 

(c) Sundries— 

Milk 

Ghee 

Sugar 

Salt 

Spices , ... 

Tea 

Total ... 

n. Clothing 

Shirts 

Dhoties 

^louses 

Children’s Clothes. . 

Baniyan 

Towels 

Chappals 

Total ... 
in. House 
Rent 

IV. Light, Fuel, etc. 
Fuel 


30 srs. 
15 „ 

6 „ 


jj 

I lb. 



3 srs. per rupee 

^ ’> >> 3> 

4 

* 3 ? 33 y> 

33 33 35 

2 

^ 33 33 


4 as. per sr. 


2 srs. per rupee 
Rs. 4 per sr. 

^ » JJ 

4 as. „ „ 

R®* 2 „ „ 

Rs. 2 per lb. 


Amount 

Spent 

Rs. 

as. 

10 

0 

7 

8 

1 

8 

3 

0 

5 

0 

7 

8 

3 

8 

10 

0 

24 

0 

5 

0 

1 

0 

2 

0 

2 

0 

82 

0 

5 

0 

16 

0 

2 

0 

3 

0 

1 

8 

2 

8 

.2 

0 


12 0 


3 md. Rs. 2 per md. 



Remarks 









154 ' 


rNTRODUCriON TO 'ECONOMICS . 


Heads of Expenditure 


Quantity 


^ate 


Amount 
Spent i 


Electricity 

‘Coal 

Total 

V. Health and 
Education 

Doctor^s Fees 
Medicines 
School Fees 
Private Tutor 
Books, etc. 
Newspaper- 

Total ... 

VI. Miscellaneous 

(a) Social (Feasts, 
etc.) 

(b I Entertainment 
(Cinema) 

(c) Services — 

Dhobi 

Barber ... | 

Sweeper 

{d) Other Expen- 
ses — 

Pan, Cigarettes, 
etc. ... 

Correspondence... 
Others 

Total ... 


VII. Savings and 
Investments 
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PERCENTAGES OT-TOTAL INCOME SPENT ON 
CHIEF HEADS 



Amount Spent 

Percentage 
. of Total 


Rs. as. 


I. Food 

82 0 

41 ' 

IL Clothing ... ••• 

32 0 

16 

HI. House 

12 0 

6 

IV. Light, Fuel, etc. 

10 0 

5 

V. Health and Education 

24 0 ■ 

12 

VI, Miscellaneous 

30 0 

15 

VII. Savings and Investments 

10 0 ^ 

5 


200 0 

I 1 

100 ; 




Fig. 20. Diagrammatic Representation of the 
above Budget* 
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I 6. MMLV BTOCET OP AN ART,MN (POOR 

Ny and Addrapp-Mahabir, Kydganj. Allahabad. 

upation-Pcon, Kitab Mahal, Allahabad. 

Number of Members in the Pamilv i 
ren=total 6. ^ “^^”3 I woman, 4 child 

Monthly income — Rs. 35, 

Period One month (May, 1 952) 

Date of Enquiry— J une 9, 1 952. 


Heads ofExpenditure Quantity Rate 


Amount 

Spent 


!• Food 

(a) Cereals and Pulses — 
Wheat 
Rice 

Joar,Bajra,etc.... , 
Gram 

Pulses ... I 

{b) VegelablesScFruits — 
Vegetables 

(c) Sundries — 

Mustard oil 
Gur 

Spices ... I 

Total ... I 
H. Clothing I 

Saluka 

Pyjama ... | 

Children’s clothes... 1 
Angochha’ ... | 

Total ... I 


6 srs, 

“ .. 

5 .. 


1 3 srs. per rupee j 

3, „ „ 

4 I 

’31 ” ” » 

» »» 33 


Rs, 1-8 per sr. 
As. 8 „ .. 


2 0 
8 0 


0 8 


1 8 
0 8 
1 0 

23 0 


1 8 
1 10 
1 6 
0 8 

5 0 


Remarks 
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Heads of Expenditure 

Quantity 

Rate 

Amount 

Spent 




Rs. 

as. 

m. House 





Rent 

— 


2 

0 

IV. Light and Fuel 





Kerosene oil 

2 bottles 

4 as. per bottle 

0 

8 

Fuel 

1 md. 

Rs, 1-8 per md. 

1 

8 

Total ... 



2 

0 

V, Health and 





Education 





Medicines 


; _ 

0 

8 

School fees 


1 

0 

4 , 

Stationery ... 1 

1 

— 

! 

0 

4 

Total . . • ' 


1 

1 

0 

1 

VI, Miscellaneous 


1 

! 



Barber 



0 

3 

Dhobi 

• • • 


I 

i 0 

13 

^ fin. Tobacco 

— 

! — 

! 1 

1 

0 

1 

1 



i 

2 

0 

1 

i 

VII. Savings and 

i 




Investments 

i 

i 
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PERCENTAGE OF TOTAL INCOME SPENT 
ON CHIEF HEADS ] 


Chief Heads of Expenditure 

AmountSpent 

Percentage 
of Total 


Rs. as. r- 


I. Food 

23 0 

65-7 

II. Clothing 

5 0 

' 14-3 

III. House ... ... 

2 0 

5-7 

IV. Light and Fuel ... ... 

2 0 

5*7 

V. Health and Education... 

I 0 

2-9 

VI. Miscellaneous 

2 0 

5-7 

VII. Savings and Investments 

— 

— 

Total ... 

r 

35 0 

100-0 



Fig. 20. Diagrammatic Representation of the 
above Budget 
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EXAMINATION QUESTIONS 


U. P. Inter, Arts 

1. What are family budgets ? Prepare an imaginary budget (monthly) of 
a fanner or an industrial labourer. (1950) 

2. Prepare a family budget .of a cobbler of Kanpur whose annual income is 

Rs. 800. If his income rises to Rs. 3,000 per year, what will be its effect on the 
different items of his family budget ? (1948) 

3. What are family budgets ? Prepare an imaginar^^ budget of a clerk having 
an income of Rs. 40 per month. Illustrate it by means of a diagram. (1939) 

4. A cultivator in a village has an annual income of Rs. 60. A clerk in the 
town gets an equal amount. Please compare and contrast their expenditure under 
the following heads : 

Food and drink, fuel and light, education, health and sanitation, personal 
services, litigation, religious and social functions, household furniture, recreations, 
travel and correspondence, savings. (1936) 


5. The following arc the expenses of a workman : — . 





Rs. a. 

P- 


Rs. a. p. 

Ata 

... 0 

2 

0 a day 

Sweeper 

... 0 

4 

0 a month 

Fan 

... 0 

0 

3 a (iay 

Cinema 

... 0 

6 

0 a month 

Wood 

... 2 

0 

0 a month 

Charpai 

... 1 

2 

0 a year 

Oil and ghee 

... 2 

0 

0 a month 

Kerosene oil 

... 0 

2 

0 a week 

Rice 

... 0 

0 

6 a day 

Dhotis 

... 2 

0 

0 a year 

A pair of shoes 

... 1 

8 

0 a year 

Sail 

... 0 

2 

0 a month 

Tobacco 

... 0 

3 

0 a week 

Other dollies 

... 3 

12 

0 a year 

House rent 

... 3 

0 

0 a month 

Country' liquor 

... 2 

0 

0 a month 

Sweets 

... 0 

8 

0 a month 

Religious and 

social 



Vegetable 

... 0 

0 

6 a day 

expenses 

... 6 

0 

0 a year 

Municipal tax 

... 1 

14 

0 six month 

Debt payment 

2 

u 

0 a month 


Calculate all expenses on a monthly basis, classify the items under general 
heads, and represent your classification by a diagram. (U. P., 1932) 


Rajputana Board 

6. ^Vhat are family budgets ? Make out a possible family budget of an Indian 
artisan for a period of one month. (L A., 1932) 

7. State EngcTs Law of Consumption and illustrate it by preparing t\so 
budgets, one of a teacher drawing a salary of Rs. 30 per month and the other of a 
carpenter with an income of Rs. 30 per niontli. (I. A., 1932) 

Calculate all expenses on a monthly basis and classify the items under general 
heads and represent your classification by a diagram. (1932) 


N.ngpur Inter. Arts and Com. 

8. What is a family budget ? Construct one and explain Engel's Law. (1942) 

r'n Engel s Law of Consumption. Draw up a rough familv budget of 

the following persons under those heads ; {a) Food, (b) Shelter or Rent, {f)'Cloth- 
nig, ((/) bavmgs, (r) Amusement, Luxuries and Other Expenses*— 

(0 A peon earning Rs. 20 p. m. 

( 5 /*) A pleader earning Rs. 200 p. m. 

((it) A banker earning Rs. 2,000 p. in. (1949) 

Sag.ar Inter, Arts 


10 . .tatcEnccls Law of Consumption and illustrate bv drawing twe 
budgets of the following ; (r) a Government officer earning Rs. SCO n m 
peon earning Rs. 30 p. m. (19-39} ^ ^ 


arrily 



CHAPTER 20 


INCOME, SPENDING AND SAVING 

^ When it is matter of spending income, everyone wishes to get as much as 
possible for his money, and is, therefore, anxious that the price of the things he 
buys should be as low as possible. — Layton. 

§ L INCOME 

We had discussed in a previous chapter that in the primitive 
stage of civilisation human beings used to satisfy their wants 
directly. If they felt hunger, they plucked some fruits or killed 
some animals, and ate them up. If they wanted shelter, they made 
a crude covering or hut. Other wants were similarly satisfied by 
one^s own direct efforts. . In course of time this stage of direct 
satisfaction of wants was superseded by the stage of indirect 
satisfaction of wants. In the modern society a man makes an economic 
effort which brings him certain money income. He spends this income 
on the objects of his desire and thus satisfies his wants. The 
satisfaction of wants thus comes through income. The following 
diagram illustrates this process : 

INCOME 


Satisfaction 


You may come across certain persons even today who may be 
found to satisfy a large number of their w^ants directly, without the 
intervention of income. This is more true of people living m 
villages than of those living in cities. In villages there arc persons 
who grow the corn they consume ; stitch the clothes they wear , 
prepare the bouse they live under ; cook the food they eat ; and 
satisfy other wants through their own direct efforts. But such 
are rare and cover a comparatively small part of the whole ncld 
of economic wants. As a general rule, it is the income which plays 
the central part in the satisfaction of wants. Efforts bring income • 
which, when spent, brings satisfaction. 
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Disposal of income 

The satisfaction of the present wants is achieved for the most 
part through income ; but the whole of the income is not available 
for this purpose. The income earned by a person is devoted to two 
groups of objects, as follows : 

(a) Social Objects : (i) Compulsory Payment — Tax, and («) 
Voluntary Payment — Charity : 

{b) Personal Objects ; (t) Spending, (ti) Saving^ and [(iiV) Hoard- 
ing. ... 

S ^cial Objects. A modern man lives in a society and derives 
certain conveniences and privileges from communal life. He, in 
turn, subjects himself to certain liabilities to the society. He has 
to pay taxes to the Central and State Governments and to 
Municipal Boards, so that the administration of the country, 
•State and cities may be efficiently carried on. The payment of 
taxation is, of course, compulsory , but there are cases of voluntary 
•expenditure incurred for the benefit of the society. Money given as 
charity to the poor, endowments and donations to educational and 
■other philanthropic institutions are some of the examples. 

Pc'sonal Objects. However, a substantial and large part of income 
is spent oh personal objects or on the satisfaction of personal wants. 
The amount devoted to this purpose may be either (i) for the 
satisfaction of immediate wants, or {ii) for the satisfaction of future 
wants. The devotion of income for the salisfariion of the present wants is 
known as spending. The amount set aside for the satisfaction of future 
wants is known as (?) hnaramg, if the amount is not utilised in some 
productive manner, as for example, if it is closed in an iron safe 
and kept there for future use ; or (ii) saving, if this amount is used 
productively, c.g., if it is deposited in a bank on some interest. The 
following chart illustrates this classification of income. 


INCOME 


I 'I . 

(Spent on social objects) 


(Spent on personal 
objects) 


r 

1 

r — 

Immediate 

Future 

Voluntary 

wants 

1 

wants 

1 

payTiicnts 

1 

Spending 

1 

1 

i 

1 

Charity 

Hoarding 


Saving 


Compulsory 

payments 

Taxation 


11 
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^ Economics of charity shall not be discussed in this book ; it 
IS a question of advanced economic study. The study of taxation 
IS postponed to Part VI of this book where a detailed discussion of 
the subject will be given. In this chapter we shall throw some 
light on economics of spending, hoarding and saving only. 

§ 2 , ECONOMICS OF SPENDING 


Places of Shopping 

Spending in a modern society involves shops, and shopping:. 
Income is usually spent on various commodities which may be 
purchased from different sources. In modern times means of 
transport have so much developed^ commerce has become so wide-*' 
spread, and general economic progress has reached such an advanced 
stage, that We now have unprecedented facilities for the expenditure 
of money. Today we find shops, big and small, the multiple 
shops and the universal stores, the one-price shops and the 
touring trains, the exhibitions and the order-suppliers ; whereas 
our ancestors had no other facilities than the hawkers, fairs and 
periodical markets. 

Hnwkns, In the olden days towns were few and far between. 
Majority of the population lived, as it still lives in this country, 
in villages. Villages being small and transport connections with 
towns being inadequate or even non-existent, they were, more or 
less, completely segregated units. The usual link between the 
village and the outside world was the hawker or the itinerant 
vendor who used to go from village to village, bringing his 
little shop to the very door of his consumers. Along with the 
wares which he sold, he brought the news of the great world 
outside, together with a good deal more of local gossip which 
he picked up as he went from door to door. His stock 
consisted of goods which the somewhat limited industry of the 
household, farm or village was unable to provide. He^ was 
usually loquacious and persuasive, and his quick wit and invariably 
good humour helped him to dispose of his wares with great 
profit to himself.^ He is still an important visitor to the Indian 
villages and is to be seen in all the big cities of this country. 

Fairs or Melas. The hawkers, however, could not possibly be 
expected to satisfy all the wants of villagers. The need of some 
other arrangement of shopping was felt ; and it vvas satisfied for 
a long time by fairs or Melas, These fairs or mtla< were periodically 
held. Nor infrequently, they ^vere connected with some rc^ligious 
festival or celebration. Magh Mela of Allahabad and Kumbh 
Mela of several places are the living examples of such 
Other fairs took purely commercial form. The cattle fair of 


JPenson, Op, Ci/.y Vol II, pp. 36-37. 


f 
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Bateshwar in the Uttar Pradesh and Sonepur in Bihar arc 
good instances. 

Periodical Markets or Painths. The marketing facilities were also 
provided by temporary markets or painths^ a form ol marketing 
still in existence in India. 

The local painth of each village is held once or twice a week 
and on fixed days. Generally a group of villages join together and 
fix their respective days of painth in such a fashion that a merchant 
may pass from one village to another in a round, setting up his shop 
every day m a particular village and upsetting it in the evening, to 
open it again the next morning in the next village. The painth is, 
as it has ever been, a very busy day for the village, and is usually 
attended* by merchants of the neighbouring places. 

Shops. Hawkers, fairs and markets are today important 
mostly in rural areas ; they are not important in cities. All the 
modern cities and towns have permanent markets where shops are 
opened on a permanent basis. Indeed, shops have begun to pene- 
trate even into the villages. The shop-keeper displays and stocks 
the articles sold by him. The shop may be of simple type con- 
taining few goods and fewer v^arieties of each good ; or, it may 
be a very large shop stocking many varieties of countless com- 
modities. A big shop is sometimes divided into a large number of 
departments, such that you can purchase everything you like from 
alpm to aeroplane, from one department or the ^other. Such 
shops are called Departmental Stores. There are, on ihe other 
hand, some shops in which all the articles are sold only for one fixed 
price. Such shops are called “one-price shops.” 

Exhibitions. Exhibitions provude another opportunity for the 
spending of income. The scope of an exhibition is determined by 
the area from which it draws sellers. For instance, if sellers belong 
to one district only, it is called district exhibition. If the sellers 
of a State as a whole are represented in the exhibition, it is 
known as State exhibitions. If, on the other hand, business- 
men from all parts of the country congregate in it, it is called a 
national or all-India exhibition. Sometimes even international 
exhibitions are organised in the important trade centres of the 
world where all the countries of the world arc represented. 

Exhibitions have several advantages. They are an important™ 
means of the advertisement of the goods produced by merchants. 
Visitors to the e.xhibition easily come to know about the goods avail- 
able for sale and the firms they can be had of. Moreover, exhibitions 
arc the meeting-grounds of several producers of the same articles 
who by comparison find out the defects and shortcomings in their 
own wares. By this healthy competition, the standard" of crafts- 
manship is raised. Again, exhibitions provide the place where 
goods of even distant merchants, which may not be otherwise 
available in the town, can be purchased. 
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^ Generally it is seen that villagers cannot afford to come to ex- 
hibitions ; or that exhibitions are not organized at the time when a 
rnanufacturer wants to advertize his goods. ’ To meet such cases, ex^ 
hibition trains and exhibition lorries are run. 


Principles of Spending or Shopping 


^ From the sources of purchasing goods, we now pass on to the 
principles which should be followed in making purchases. This 
discussion may seem useless to those who think that the spending 
of money is a very easy job ; our wants are so numerous that one 
may spend thousands and lacs of rupees within a short period. But 
the wise expenditure of money is a very difBcuIt task, requiring as 
it does enormous skill and experience. The test of efficiency in 
spending - money is the derivation of the maximum possible satis- 
faction out of the amount spent. This depends upon two sets of 
factors (i) the methods of spending ; and fii) the prices of commo- 
dities purchased or general price level. 

(i) Methods of Spending, The method in which money is spent 
is an important factor determining the amount of satisfaction 
obtained therefrom. Some people have the qualities which make 
the money go a long way; while others do not know how lo spend 
money properly. The qualities which lead to success in spending 
are the following ; 

(a) Exact Knowledge of One*s Reguirements. If a man wants 
to derive maximum satisfaction, he should know exactly what he 
requires and should purchase only the required articles. He should 
buy just those articles which he wants, and should not go in for 
an article simply because it is so attractive or because it is being 
sold at a cheap price, 

{b) Ability to Compare the Urgency of Various Wants. A man should 
also be able to compare the intensity of various wants, to 
arrange them in order of their intensity, and to spend money on 
them in that order If so, he will be in a position to satisfy his 
most pressing wants first and less pressing wants afterwards ; he will 
be able to follow the law of equi-marginal utility and derive the 
maximum benefit out of bis expenditure. 


(c) Ability to Judge the Quality of Goods. If a person is a good 
judge of the quality of things that arc being offered for sale, he 
will easily pick up the things of right quality. He cannot be misled 
to purchase a bad but attractive article in place of a good but less 
attractive one for the same price. Cheapness or general 
tiveness of certain articles will not delude him. and he will be 
guided by their intrinsic qualities in his purchases. 

id) Knowledge of Places Where Best Things are Sold. In order to 
get maximum benefit out of one’s expenditure, one should toow 
the places where a particular thing is sold at the cheapest price. 
He should not stick to a neighbouring shop simply because it is near 
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and easily approachable ; but should always purchase things from 
the shops where articles are cheap in proportion to their res- 
pective prices. 

(e) Bargaining Tact. He should also be good at bargaining and 
higgling. In the advanced countries of today higgling is dis- 
appearing or declining; but it has not become obscure, and is liable 
to persist in wholesale and other trades. In our country, in par- 
ticular, higgling holds an important sway, and one ^s’ho does not 
know how to bargain is generally a loser in his purchases. It is a 
common experience that whereas an ckkawala may begin by 
demanding 8 annas, he may end by accepting 3 annas ; a fruit- 
seller may demand Re. 6-8*0 a seer for grapes, but he may accept 
only Rs. 5 a seer. In such cases the possession of bargaining 
tact is a great asset. 

(ii) Prices of Commodities Purchased, or Gerural Price Level. Besides 
the personal qualities discussed above, the prices of goods and 
services which are purchased also determine the amount of satis- 
faction derived from expenditure. If prices of commodities in 
general rise, then, other things remaining the same, the buyer will 
be able to' purchase fewer articles than before and will obtain less 
than the anticipated satisfaction. Similarly, if prices in general 
fall, he will obtain more than the ‘anticipated satisfaction. The 
average price of the commodities habitually purchased by a person 
is called the general price level. It is this general price level and 
the personal qualities of the buyer which determine how successfully 
he is able to spend his money. 

§ 3. ECONOMICS OF SAVING AND HOARDING 

According to the analysis of income presented in § 1, saving is 
that part of income which is set aside in some productive form for 
meeting future wants. Saving is to be differentiated from hoarding 
which can be defined as the putting aside of income in an unpro- 
ductive manner for the satisfaction of futuie wants. If a man 
puts a sum ofRs. 5,000 in an iron safe to be used in future, he 
does not use the money productively ; therefore, it shall be called 
hoarding. But if he deposits this sum in a bank at interest, he 
uses it productively and this will be called saving." 

Saving versus Hoarding 

The money hoarded is a dead loss to the owner and to the 
country at large. You may be aware of certain misers who are 
very averse to spending j nor do they like to entrust their monev 
to the bank lest the bank may fail or their actual wealth may be 
known to other people, particularly the income-tax officer ! Thev 
lockup their money in an iron^safe or bury it underground and are 

2The motives leading to sa«ng have been discussed in Book III of this 
volume. 
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, villagers cannot afford to come to ex- 
hibitions ; or that exhibitions are not organized at the lime when a 
manufacturer wants to advertize his goods. ' To meet such cases, ex- 
hibition trains and exhibition lorries are run. 

Principles of Spending or Shopping 

From the sources of purchasing goods, we now pass on to the 
principles which should be followed in making purchases. This 
discussion may seem useless to those who think that the spending 
of money is a very easy job ; our wants are so numerous that one 
may spend thousands and lacs of rupees within a short period. But 
the wise expenditure of money is a very difficult task, requiring as 
it does enormous skill and experience. The test of efficiency in 
spending • money is the derivation of the maximum possible satis* 
faction out of the amount spent. This depends upon two sets of 
factors (i) the methods of spending ; and (ii) the prices of cotnmo* 
dities purchased or general price level. 

(i) Mefhods of Spending, The method in which money is spent 
is an important factor determining the amount of "satisfaction 
obtained therefrom. Some people have the qualities which make 
the money go a long way; while others do not know how lo spend 
money properly. The qualities which lead to success in spending 
are the following ; 

(a) Exact Knowledge of One*s Rrguirftnrnts, If a man wants 
to derive maximum satisfaction, he should know exactly what he 
requires and should purchase only the required articles. He should 
buy just those articles which he wants, and should not go in for 
an article simply because it is so attractive or because it is bein< 
sold at a cheap price. 

(b) Ability to Compare the Urgency of Various Wants, ^ A man shou 
also be able to compare the intensity of various wants, 
arrange them in order of their intensity, and to spend money 
them in that order If so, he will be in a position to satisfy 
most pressing wants first and less pressing wants afterwards ; he 
be able to follow the law of equi-marginal utility and derive 
maximum benefit out of bis expenditure, 

(c) Ability to Judge the (Quality of Goods, If a person is 
judge of the quality of things that arc being offered for s 
will easily pick up the things of right quality. He cannot b« 
to purchase a bad but attractive article in place of a good 
attractive one for the same price. Cheapness or genera’ 
tiveness of certain articles will not delude him, and ? 
guided by their intrinsic qualities in his purchases. 

(^) Knowledge nf Places Where Best Things are Sold, h 
get maximum benefit out of one's expenditure, one sV 
the places where a particular thing is sold at the chcr 
He should not stick to a neighbouring shop simply becat 
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Importance to the Income^ Receiver, It is a well-known %visdom to 
■spend only a part of one’s income and to save the remaining part. 
“Gut your coat according to your cloth”, is an old saying and implies 
that one’s expenditure should be within one’s income. In life one 
has to face many contingencies when money alone can help one. 
For meeting such contingencies, a man must save something from 
his current income, so that his past savings may come to his help 
when he is in financial difficulty. In particular, a man must save 
for the three following purposes : (i) He must save to meet some 
emergency, c. g., sickness, marriage, education, etc. (ii) He must 
save something as a provision for his old age. In old age, the 
earning capacity of a man declines or stops but his expenditure 
does not stop. Only his past savings can come to his help then, (iii) 
He must also save something as a provision for his dependents after 
his death. A man who is without any past savings has lo face all 
sorts of difficulties in life and is sometimes even utterly ruined. 

Imfwriance to the Country. In modern times, production on a large 
scale is impossible without large capital. Capital is formed out of 
the savings of the people. It is, therefore, imperative for a country 
wanting to have rapid economic progress and high standard of 
living to have large savings a' d capital. Economic progress of our 
country has been very much held up for want of capital. For the 
last few years, our national expenditure has been more than our 
national income, i. c., we arc spending out of our capital. This is 
called Dis-Saving. This means a dark future for the country. 

Spending versus Saving 

It is sometimes argued as to whether saving is more important 
than spending or spending is more important than saving. Argu- 
ments arc given on both the sides by the advocates or the opposing 
camps to their own satisfaction. We shall point out what these 
arguments arc and what arc their defects. 

Those who think that saving is more important than spending 
argue that saving leads to the accumulation of capital, so that if wc 
have plenty of capital we can increase production to enormous 
extent. This will give rise to an era of prosperity ; trade mil be 
brisk; labourers will find better and more employment than before ; 
businessmen will earn decent profits ; material prosperity will be 
visible on all sides. 

The arguments of the saving group is only partly correct. 
Prosperity is not the result of production alone. Goods produced 
must be sold. The sale of the goods produced is the real crux of 
the entire business problem. One might increase production to 
any extent, but if he cannot dispose of the goods produced that 
production will be of no account. It will, on the otlicr hand, 
lead to a “glut” in the market, sagging prices, trade depression, 
shrinking production, decreased employment and low wages. But 
the goods produced can be sold only if people spend money. The 
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happy to possess it. This sort of hoarding docs not yield any 
material welfare to the hoarder ; the money hoarded is as good as 
not possessed. Such money is of no use to the country at large 
which almost loses it since it cannot be devoted to any productive 
purposes. Hoarding is, therefore, to be discouraged . 

Saving, on the other hand, is beneficial to the saver and the 
country alike. The person who puts some money, say, in a bank 
for ^'rainy day’’ earns interest during the period he does not 
require it. The money deposited in the bank is lent out to indus- 
trialists, traders and agriculturists and goes to increase the wealth 
produced in the country.^ 

§ 4. SPENDING AND SAVING 

Relation between Spending and Saving ' 

The relation between spending and saving has been lucidly ex- 
plained by T. S. Penson in the following words : ^‘Spending and 
saving have one thing in common. In both cases wealth is given 
in exchange for certain goods and services, but the difference is 
that the goods and services are not put to the same use. In the 
case of spending, the goods and services are applied directly to 
the satisfaction of wants.;, in the case of saving, the goods and 
services are .applied to the' production of other wealth, and so 
they bring satisfaction of wants indirectly instead of direcriy. 
For example, if a man who was about to spend £100 on ad- 
ditional furniture changed his mind and bought instead new 
inventions or appliances which would enable him to get more 
work done in a given time, he would have substituted saving for 
spending ; in each case a purchase would have been made, but the 
use to which the thing purchased was put was wealth production 
instead of wealth consumption, 

would appear then that spending and saving are both 
essential features of our everyday economic life. Wealth is only 
produced because there is the desire to consume it, but since 
capital, the result of saving, is one of the necessary factors of 
wealth production, wealth must not only be produced for present 
consumption, it must be produced also lor consumption at a 
future datc.’^^ 

Importance of Savings 

Savings arc of very great importance, both to the incomc- 
rcccivcr as well as to the country as a whole. 


SSaving, h will thus be appreciated, is 5>7ionyfnous with ‘capital*. Sawng 
means conversion of ‘wealth’ into ‘capital/ 

4rcnsion, Th Economics of Eccrydey Ufe, Vol. I, pp. 51-52. 
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How Saving is Made in Practice 

We have discussed the problem of spending versus saving in its 
theoretical aspect. Let us now examine how does a man decide 
what amount of his income he should spend, and what amount 
he should save. If we look around us and try to study the psycho- 
logy of those who save something, we would get an answer to 
our question. 

Broadly speaking, persons can be divided into two 
classes, vtz-> 

(i) Those who save a certain percentage of their income, and 
decide to spend only the balance. There are some persons who 
deposit say 25% of their salary or income in a bank, and spend 
only 75% These are the persons who have control on their ex- 
penses, who have coolly and carefully mapped out their require- 
ments and who are systematic in their general outlook. But it does- 
not necessarily follow that their expenditure is wise. Their expen- 
diture, in relation to saving, will be wise if in 75% of their income, 
they live well and without difficulty, 

(it) Those who spend money freely and whatever remains with 
them at the end of the month is kept by them as saving. Such 
persons attach greater importance to the present than to the future 
and are generally careless in their plan of expenditure. Though 
it is possible even there to exercise some control on expenditure, 
but this control is bound to be very weak. Here also we cannot 
say that the expenditure is wise ; on the other hand, since it is plan- 
less, it may be very unwise. 

None of these methods is, however, ideal. The first method is 
too rough and unscientific. There is no sanctity about any parti- 
cular percentage and it would be foolish to say that if one saves a 
certain percentage of one’s income, it will be a very wise thing. 
The second method is too careless and does not attach 
proper importance to saving. What one should actually do is to 
very carefully find out his items of expenditure and try to so 
arrange them that he lives decently and according to his 
status. He should try to envisage his want of money in 
future ; and he should determine his savings accordingly. Thus 
his present expenditure should be determined according to his 
needs and status, his savings according to his future needs ; and 
in his manner a proper proportion should be maintained between 
spending and saving. 


TEST QUESTIONS 

1. Shou’ the pari which income plays in the economic actiintics of a modtrn 
man. 

2. Anal^-sc income into its component parH and give a short description oF 
cadi of them. 

3. Write an essay on ^Shops and Sing\ 
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conclusion, therefore, is that prosperity, which it is supposed can 
oe brought about by an increase in saving, requires for its support 
increased expenditure. As such, the idea that saving is more impor- 
tant than spending is not accurate. 

of the advocates of spending group is similarly 
fallacious. They argue that if people spend money freely and 
on a large scale, goods will be sold in plenty ; trade activity 
will be increased J production will get a stimulus ; employment 
will go up ; wages will also look up ; and an era of prosperity 
will set in. 

This argument can be easily criticised. It envisages the circle 
of prosperity as a result of increased expenditure. Increased expen- 
diture, it is ^ said, leads to increased production. But increased 
production cannot become an accomplished fact unless saving on a 
large scale has been done, so that sufficient capital is available 
for large-scale production. As observed above, saving is as much 
necessary for economic prosperity as spending. 

It is, therefore, abundantly clear that for the economic welfare 
of a country, saving and spending arc both important. Just as. 
both the legs of a man are necessary for walking, similarly both 
saving and spending are necessary and essential for. the proper 
functioning of the national economy. Nobody can say which of the 
two legs is more important, for both are necessary for walking ; 
similarly it cannot be staled, with any show of reason, whether 
saving or spending is more important in the interest of the economy^ 
because no economy can be prosperous without cither. 

Another Form of the Controversy 

The controversy as stated above is evidently misplaced ; no 
party to the controversy is absolutely correct. The controversy 
can be presented in a slightly different form, when it becomes 
quite sensible as well as important. We may very well ask : Should 
a country spend more or save more at any particular moment ? 
This will depend upon the requirements of the moment. If at that 
moment, the country in question has enormous capital accumula- 
tions so that the entire output is not likely to be sold off, it is 
essential that emphasis be laid on spending. For instance, during 
the trade depression of 1929-32, there was a glut in (he 
market and spending was of better help to the economy than 
saving. If, on the other hand, there has been disproportionate 
■ spending of money at a particular moment, so that the capital 
resourcesare exhausted, obviously saving is more important than 
spending. For instance, after the First Great War it \vas found that 
countries had been spending money very recklessly during the war 
without any regard to their capital accumulations, with tfie result 
that after the war much capital was required. At a time like (his, 
saving is more important than spending* 
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How Saving is Made in Practice 

We have discussed the problem of spending versus saving in its 
theoretical aspect. Let us now examine how does a man decide 
what amount of his income he should spend, and what amount 
he should save. If we look around us and try to study the psycho- 
logy of those who save something, we would get an answer to 
our question. 

Broadly speaking, persons can be divided into two 
classes, viz., 

(i) Those who save a certain percentage of their income, and 
decide to spend only the balance. There are some persons who 
deposit say 25% of their salary or income in a bank, and spend 
only 75% These are the persons who have control on their ex- 
penses, who have coolly and carefully mapped out their require- 
ments and who are systematic in their general outlook. But it docs- 
not necessarily follow that their e.xpenditure is wise. Their expen- 
diture, in relation to saving, will be wise if in 75°o of their income, 
they live well and without difficulty. 

(n) Those who spend money freely and whatever remains with 
them at the end of the month is kept by them as saving. Such 
persons attach greater importance to the present than to the future 
and arc generally careless in their plan of expenditure. Though 
it is possible even there to exercise some control on expenditure, 
but this control is bound to be very weak. Here also we cannot 
say that the expenditure is wise ; on the other hand, since it is plan- 
less, it may be very unwise. 

None of these methods is, however, ideal. The first method is 
too rough and unscientific. There is no sanctity about any parti- 
cular percentage and it would be foolish to say that if one saves a 
certain percentage of one’s income, it will be a very wise thing. 
The second method is too careless and does not attach 
proper importance to saving. What one should actually do is to 
very carefully find out his items of expenditure and try to so 
arrange them that he lives decently and according to his 
status. He should try to envisage his want of money in 
future ; and he should determine his savings accordingly. Thus 
his present expenditure should be determined according to his 
needs and status, his savings according to his future needs ; and 
in his manner a proper proportion 'should be maintained between 
spending and saving. 


TEST QUESTIONS 

1. Show the part which income plan’s in the economic activities of a modern 
man. 

2. Analj-se income into its component parts and give a short description of 
eacli of them. 

3. Write an essay on ‘Shops and Sing’. 
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4- ^ What arc the possible sources from ^Yhc^e purchases can be made ? What 
:arc the principles of spending money ? 

5* Distinguish between saving and hoarding and give their respective ad van- 
•tages and disadvantages. 

6. ‘‘Spending is more important than saving to the material welfare”. 
Comment. 

, ' EXAMINATION QUESTIONS 

U. P. Int. Arts. 

1. Write a short note on Saving and Hoarding. (1949). 

2. Write note on Saving and Spending (1948}. 

3. Discuss with examples the relation between saving and spending. 

. (1945). 

4. What is the object of saving ? How does a man decide what amount of his 
income he should spend, and what amount he should save ? (U. P. 1943). 

U, P. Inter. Commerce 

5. What is saving ? “Saving is a personal and social duly.” Discuss the 
truth of this statement. (1944). 

Raj. Int. Arts 

6. Write a note on “income". (1948). 

7. Illustrate the application of the Law of .Substitution (a) in the spending of 
income, (b) in the organisation of business (1945 A). 

Patna Inter. Com. 

8. Write a short note on Income, (1949 Supp. ) 
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K misdirection of productive resources can be 

cnecKed by the state interference. 

(b) The nature of individual expenditure may lead to the 
employment of labourers in healthy and useful avocations or in 
angerous injurious lines like the production of explosives and 
arms, etc. The former are beneficial po labourers ; but the latter 
a e a heavy toll of human life, while, many of them develop many 
abnormal and injurious tendencies, for crimes and such other 
neiarious acts. 


(c) A consumer may, through the nature of his expenditure, 
increase or decrease his efficiency which will be reflected in his 
productivity. He may thus make the society rich or poor. He 
may exert similar influences on others uith similar results. 

Effects on Consumption 

The nature of the expenditure of an individual affects nature 
of expenditure of other members of society as well. The instinct 
to follow others is strong in human heart. The social ties strong* 
then this tendency. If a person takes to drinking, he may persuade 
others to indulge in the same vice, and the habit may spread. 
Again, if his resources are considerable, he may monopolise the 
nutritive articles for himself and for his class, thus leaving only poor 
varieties for the consumption of the poor. This is more possible 
when it is initiated by a group of persons than by an individual 
alone. 


§ 2, STATE INTERVENTION IN SPENDING 

It is sufficiently obvious from the above discussion that indivi- 
dual spending has a tendency of affecting the society either be* 
neficially or injuriously. To do away with the harmful effects on 
society which individual spending^ is capable of, governments 
generally interfere and control the injurious spending. 

Opinions differ on the point whether the state is justified to 
interfere or not. This is indeed an agc*Iong problem in Economics 
and politics, on which there has ever been a difference of opinion. 
Some persons hold that the function of the state is only to look 
after the national defence of the country and the maintenance 
of peace and order. It has no right to interfere in matters so 
personal as spending. There arc, on the other lunnd, other 
thinkers who vest the state with all possible powers. ^ According 
to them, state has a right to interfere wherever it likes. The correct 
attitude is that which steers midway between these wo extreme 
views: the state should interfere only if the interest of the society 
is in the danger of injury. This is the opinion which today 
the greatest support and appears to the most reasonable vacw. 
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Some Old Methods of Interfereflce 

State interference in spending is not a thing of recent origin. 
There were several methods of control in force in ancient times 
as well. The most famous of these were the Sumptuary^ Laws w'hich 
forbade the consumption of certain articles and insisted^ on the 
consumption of others. In the I9th century in Spain, for instance, 
people were spending money recklessly on silks, velvets, etc., when 
it was legislated that these things can neither be manufactured, nor 
5old. nor used. Similarly in England during the 17th century when 
it was thought desirable to give encouragement to the silk industry, 
the use of silk for covering buttons and for making button-holes was 
made compulsory. 

State Interference in India 

In our country, the Sta^e has interfered in spending in some 
•cases. During the regime of the Congress Government, the policy 
of prohibition has in certain areas been launched upon according to 
which the consumption of liquor has been prohibited. This is 
due to the obvious ill-effects of this consumption on the efficiency 
of the people. Again, Governments in various States have tried 
to check the adulteration of various foodstuffs, ghee, milk, etc., in 
several ways. 

Wartime Interference : Rationing and Price Control 

While the case for interference in individual spending is strong 
in peace time, it becomes stronger still in "such an abnormal time 
as a war. At such a time, the needs of the war theatres come first 
and civilian consumption has to be restricted with a view to enable 
producers to supply war needs. A fixed quota of certain essential 
commodities is allotted to each individual during a given time and 
this is the most that he can purchase. This is known as RATION- 
ING. Rationing has been introduced in India in several States 
and its utility and necessity is largely realised. Rationing serves 
another useful purpose as well. It involves the sale of commodities 
at a fixed price and thus helps to keep down prices. Rationing 
and price control go hand in hand. Governments in this country' 
have been intervening in consumption both in the matter of 
■quantity and price : and such interference has been found generally 
useful. 

TEST QUESTIONS 

1. Docs the expenditure of an individual affect the welfare of society ? If 
30 , Iiow ? 

2. Should the Stale interfere in individual spending ? What is vour opinion 

•on the point ? => . r 

3. Give some illustration of State interference in spendintr in India and 
abroad. 

4. Write short notes on suroptuarv- Laws, Free Control and Rationing. 
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EXAMINATION QUESTIONS 


U. P. Int* Arts. 

L Is it of any consequence to society how a person spends his income ? Should' 
society interfere with individual liberty in' spending (I. ” , 194B, 1940). 

2. What is the relation of saving to spending ? Is it of any consequence ta 
society, how an individual spends his income ? Should society interfere with a 
man’s liberty in spending money ? (I. A., 1934, 1937) 

U. P. Im. Com* 

3. Is it of any consequence to society how a person spends his income ? 

Should society interfere with individual liberty in spending ? (1949) 

4. Discuss the various methods whereby a rich man can affect other members. 
• of the society by the manner in which he makes use of his money. (1947) 

Rajputana, Inter. Arts 

5. '‘From the social point of view saving is always better than spending.”" 
Do you agree with this view ? Fully explain your answer. (I. A., 1944) 


chapter 22 


LUXURIES AND WASTE 


The consumption of luxuries should be indulged in only after all arc provided 
■with necessaries. This is a moral principle that commends itself to all civilised 
Communities and finds indirect expression m positive law. — Scager. 


We shall now take up certain special problems of individual 
expenditure, and their social repercussions. We shall also consider 
what should-dje the attitude of the state on such matters. These 
problems relate themselves to luxuries and waste. 

§ 1. THE PROBLEM OF LUXURIES 

Luxuries are generally consumed by the rich and supposedly 
they derive the benefit at least worth the price they pay for them. 
But if we look at luxuries from the point of view of society, we w I 
find that their consumption cannot be definitely and categorically 
approved or disapproved. The consumption of luxuries has been 
defended from social points of view ; while it has also been subject- 
ed to serious criticism from the same angle of vision. 

Special Benefits of Luxuries 

Society derives the following benefits from the , consumption of 
luxuries. 

1. Luxuries are necessary for human progress. A luxury has 
been defined by Professor Gide as the satisfaction of a superfluous 
want ; and as the word “superfluous” is associated with some 
accusation, luxuries are usually looked down upon. But a thing 
does not become condemnablc simply because it is superfluous. As 
Voltaire once remarked, even superfluous is sometimes neccssar)’ — a 
remark which applies with much force to luxuries. Every man 
must have some luxuries to consume; otherwise he will be reduced to 
the positson of a beast of burden, with no variety, pleasure and 
richness in life. Every w’ant was, in fact, considered a luxury 
at the time of its origin and had it then been suppressed as being 
superfluous, society would have today been in the stage of 
barbarism. 

2. Generally luxurious articles are very artistic and rec uire 
skill and refinement. The consumption of luxuries, therefore, 
raises the standard of artistic excellence, 

3. ^ The desire to get luxuries, at present unattainable, fires 
ambition or leads to the putting lorth of greater power of mind 
and body. When a man sees some persons enjoying luxuries in 
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plenty, he feels a prompting to do the same. This feeling inspires 
him to work hard and more efficiently so that he may be able to 
increase his income and enjoy the luxuric? he pines for. An or- 
dinary labourer inspired by these motives may in course of time 
become a boss, then the inventor of machinery, and eventually the 
owner of a factory. 

4. The consumption of luxuries raises the standard of living. 
-A rise in the standard of living discourages procreation and thus 
•checks over-population. • Before a newly married couple, the 
question which irequently arises is : '^A car or a baby/' and the 
^former often wins ! It is interesting to observe that the rich have 
fewer children than the poor. 

5. Luxuries, like precious ornaments and stones, constitute a 
form of insurance in the days of financial difficulties. This is the 
reason why women of our country attach so much importance to 
their gold and silver ornaments ; for after the death of their 
husband or in difficult days during his life, they may be of use to 
the family. 

6. It is sometimes mentioned that the consumption of luxuries 
•creates employment. Suppose a rich man makes a grand show of 
fireworks and invites his friends and relations to witness it. Employ- 
ment will, then, be given to fireworks-makers, to drivers of con- 
A^cyances in which his friends and relatives will come, and so 
•on. But this point, as wc shall presently see, is not quite correct. 

7. Luxuries, it is sometimes mentioned, leads to the trans- 
ference of wealth from the rich to the poor. Generally luxuries arc 
•consumed by the rich who give money to the poor who supply them 
the articles of luxury. This point again is not quite correct as will 
be shown below. 

Social Disadvantages of Luxuries 

I. A strong argument against luxuries is that their consump- 
tion is generally confined to the richer sections of the community. 
Thus a few rich men arc able to enjoy joy-ffights and joy-rides, 
to pass their days in what Bernard Shaw styles as rcsourcelcss 
loafing and consumption of chocolates, creami cigarettes, cocktails, 
novels and illustrated papers'*. The poor people never get a 
chance to enjoy them. Luxuries thus go to make a difference be- 
tween the rich and the poor look very wide, a factor which has led 
to revolutions in various countries of the w'orld. In our country in 
the older days luxuries were few and far between and the dbtinc- 
lion between the poor and the rich w'as very imperceptible. Social 
life had a smooth running. But now with the increase in the 
facility, number and popularity of luxuries, the gulf between the 
rich and the poor has become very wide and these two sections arc 
now represented as foes rather than fricuds, 

2, Sometimes the poor arc also able enjoy rome l»xnri^5 ; but 
th is is not free from mischief. The poor have very* slender rrsourc'^s 
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and the use of luxuries often takes place at the cost of necessaries 
and comforts. Sometimes luxuries are very injurious to the poor 
and deteriorate their efficiency. Liquor is a luxury of this character. 

3. Some people believe that it is wrong to say that lu.Kuries 
raise the standard of art of the community. Articles are now pro- 
duced through mechanical appliances in the factories where skill 
is not much needed. It is only in those few businesses where 
hand work still persists that the luxuries may be said to encourage 
art. 

4. The statement that luxuries create employment is not correct. 
If money is spent, not on luxuries but on some other more useful 
■commodities necessary for effiriency and healthy living, there will 
be no less employment and briskness of trade. 

5. The argument that luxuries lead to the transfer of wealth 
from the rich to the poor is also a shady one. The amount of 
money, that a rich man gives to the poor for supply of luxurious 
articles, is not kept by the latter entirely for himself. The prepara- 
tion of the article requires costly raw materials and sometimes 
•costly tools as well. The labourer has to pay for them and a large 
portion of what he receives thus passes out of his hands, generally 
into the hands of the rich persons who deal in such costly things. 
Thus in essence, some rich persons pay money to other rich persons 
through the medium of labourers. The transfer of wealth from 
the rich to the poor does not actually take place. 

§ 2. W\STE 

When we spend money on certain objects, we expect to receive 
some return. This return may be more than, or less than, or 
•equal to, the amount paid for the commodity purchased. When 
the expenditure on a particular object gives less utility than the 
amount spent, it is called 'waste\ IVas/e mny, iher'forc, be defi [cd as 
the spending of many without deriving a corresponding benefit or return of 
satisfaction. 

Examples of waste can be easily imagined. When fruits *‘go 
bad,” when one leaves food uneaten in a dish, when a work is left 
incomplete, some waste takes place. 

An expenditure is called waste cither from the point of view 
of the individual, or from the point of view of the society, or from 
both the standpoints. All the examples given in the previous 
paragraph are the examples of waste from both, the individual as 
well as the social standpoints. A feast given by a rich man may 
not be a waste from his point of view — he may feel that he has 
derived as much benefit as the cost of the entertainment ; but 
little importance may be attached to such fleeting enjoyment 
from the social angle of vision and it may be considered a social 
waste. 

12 
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§ 3 . DESTRUCTION OF PROPERTY AND EMPLOYMENT 

Destruction of wealth, accidentally or deliberately, brings with 
it no satisfaction and is, therefore, waste. It is asserted by some 
that , destruction of wealth creates employment since the wealth 
that has been destroyed has to be replaced. This argument is, 
however, fallacious and is known as ^'Make-work Fallacy’^ It is 
certainly true that if a glass pane is broken, or a book is torn away, 
or a house is reduced to ashes, each of these things will have to be 
replaced, and employment will thus be created for their producers; 
but had they not been destroyed, the money devoted to their replace- 
ment would have been spent on some other useful objects. The 
person whose glass pane was broken, might then have purchased 
some sweets for his family ; the student whose book was torn to 
pieces, could then have purchased a fountain-pen ; the house owner 
whose building has burnt .down, could then have purchased a 
machinery. Employment thus would have been created even in 
the absence of any destruction of property. The creation of 
employment is based on expenditure and whether the expenditure 
is for the replacement of the destroyed property, or for the purchase 
of new articles, is immaterial so far as the total volume of employ- 
ment goes. It is, of course, in the interest of the nation that its 
wealth may not be destroyed and it may not be made poorer in tfiis 
fashion. 


APPENDIX TO CHAin'KK 22 
The Broken Pane 


Frederick BnstiaL a French economist of great repute, which 

of the Broken Pane in one [of his cs-eip, known an Sophtun^ of Econom > 
is reproduced below. 

■ Have you ever had occasion to witness the fury of (he hon^i 
Bonhomme, when his scapegrace son has broken j 

you cannot fail to liavc observed that all the bystanders, n«vrr fiillnc con- 

lay their heads together to onfer the unfortunate proprietor Im ”^7, ^ 
solation, that there is good in evcr\’ misfortune, and that k i - whit^vouM 
fillip lo trade. Everybody must live. If no wlndo ^^‘5 were broken, what 
bccLcof sla.icrs ? .hi. f..r.T>u!a 

it is proper to lay lioldofin this very* simple case, r-rrmrimV in*ritut*mn 

tbeorv- which unfortunately governs the greatrr part of oi r , • 

Assuming that it becomes neces^ar>' to expend six fVaiyrs in 
damage, T you mean to 3,iy that the accident 

and to that extent encourages his trade. I grant it fan > . . . « 

shat Nxsu reason justly. ^ ^ ^ i 

The gla/tcr arrives, does his vvork, pockets h‘S morv-y, rubs hn luu ■ 

blesses tlic fcapegrace son. 

Thai is ith::t tte Sfr. ; .y it 

But if by S'tiy of deduction you come to cor;cIiide am trx> ' 


rr/r,*!- 


LUXURIES AND \VASTE 


179 


We don*/ see that since our burgess lias been obliged to spend Ins six francs on 
the tiling, he can no longer spend them on another. 

We see that if he had not this pane to rcplacCj he would have replaced, for 
example, his shoes, which arc down at the heels ; or have placed a new book on 
his shelf. In short, he would have employed his six francs in a way in wliich 
he cannot now employ them. Let us see, then, how the account stands with trade 
in general. The pane being broken, the gla7.icr*s trade is benefited to the extent 
of six francs. That h ivhat we see. 

If the pane Iiad not been broken, the shoemakers or some other trade tvould 
have have been encouraged to the extent of six f ratio. Thaf h what we d^nJ see^ 
And if we take into account what we don’t see, which is a negative fact, as well 
as what we do sec, which is a positive fact, we shall discover that trade in general 
or the aggregate of national industry*, has no interest, one way or other, whether 
windows arc broken or not. 

Let us sec, again, how the account stands with Jacques Bonhomnie. On tlu' 
last hypothesis, that of the pane being broken, he spends six francs, and gets 
' neither more nor less than he had before, namely, the use and cnjoynicni of a pane 
of glass. On the other hypothesis, namely, that the accident had not happened, 
he would have expended six francs shoes, and woidd have had the enjoyment 
both of the shoes and of the pane of glass. 

Now as the good burgess, Jacques Bonhomme, constitutes a fraction of society 
at large, we arc forced to conclude that society, taken in Uic aggregate, and 
after all accounts of labour and employment have been squared, has lost the value 
of the pane which lias been broken, 

TEST QUESTIONS 

1. Describe the advantages and disadvantages of luxuries. Do you approve 
of the consumption of luxuries ? 

2. What do you mean by waste ? 

3. “Destruction cientcs cniplovmcnt ; therefore, properiv inav he dclibcratclv 
destroyed.’* Comment. 


EXAMIX/VTION QUESTIONS 


1). P, Inter. Arts. 

1. Write a sliori note on Luxuries. (19-19} 

2. Write a short note on Economic Waste. (1947) 

3. What arc luxuries ? Some people arc not at all in favour of luxuries. Arc 
they nght ? Discuss the advantages and disadvantages of luxuries in society. (1943) 

U. P. Inter. Cora. 


may be del ibex atcly 


4. “Destruction creates emplovincnt ; tliercfore properiv 
destroyed.” (1947) / i . 

n "‘‘“J ilic tliffcrcncc beUscen waste and consumption. 

L^o tK>ih altcct production in the same way ? ; 1944 } 

Delhi, Inter. Arts. 

6. Di^ss the view that free expenditure on the pan of richer cJ.isses tends to 
increase the cmploy’meni by making money circulate. 0932) 

them ? TSSr economic justifttmtion for 
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CHAPTER 23 

MEANING OF PRODUCTION 


A scliool of French cconomisis of the I8ih centur>', the Physiocrats, gave 
currency to the belief that agriculture is productive in a special and part’cular 
sense. They even went so far as to characterize manufacturing and mercantile 
pursuits as sterile, or unproductive. Complete knowledge of the real nature of 
production has emancipated most minds from these misconceptions.— 


§ 1 . WHAT DOES PRODUCTION MEAN ? 

Human beings have to make some effort in order to satisfy their 
wants. This effort is meant to change the form of the existing 
matter in such a way that it may acquire the desired utility, n r., 
the want* satisfying power. The existing matter may be of no use 
in its original state; but after a change in its form is brought about 
it comes to possess utility. Obviously what a man creates by his 
effort is not matter, matter in fact cannot be created, but utility. 
The transformation of matter resulting in the creation of utilities 
is known as Production. Production may, therefore, be defined as 
the creation of utHiivs^ 

Let us take some concrete examples. A mason, building a 
house, simply puts bricks, mortar and cement in such an order as 
to give them the shape of a house. He docs not create matter 
bricks, mortar and cement arc not made by him ; he 
utilities — the house has greater utility than the utility of uric , 
mortar and cement separately. Similarly a tailor first cuts 
of required shape from a roll of cloth and then stitches them 
thread, and prepares, say, a coat. He docs not create 
cloth or thread arc not made by him > he simply creates utii y 
the coat has greater utility than the articles it is made ol. A 
weaver, again, docs not create cloth but re-arranges 
such a manner that cloth is produced v/hich has greater V | ' 

than yarn. A potter in making pots . 

making ornaments out of gold, a carpenter in making c lair 
of wood and a miner in digging out ore from the bowels o 
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all create utiiity/and not matter and are therefore, producers. By pro- 
duction, it may be repeated, we mean the creation of utilities and 
not of mat ter. 2 

Production as a Branch of Economics 

Production as an economic act may well be differentiated from’ 
production as a branch of Economics. In the former sense, pro- 
duction is the creation of utilities ; in the latter sense, it is that 
division of Economics which studies the problems relating to the 
production of wealth. Students should clearly note these two 
applications of the term ‘production’. 

§ 2. KINDS OF UTILITY 

Utilities are created in six different ways and are divided into- 
six classes accordingly. Corresponding to them arc six types of 
the process of production : 

(1) Form Utility. When utility is created by changing the form 
of the matter, it is called form utility. The carpenter who gives- 
to a log of wood the form of a chair ; the blacksmith who gives to 
iron the form of a hammer ; and the goldsmith who gives to- 
gold the form of a necklace, all ci'cate form utility. In the 
creation of form utility, it has been aptly remarked, there is the 
widest possible range of operations, mechanical or chemical, from 
that of the agriculturist by whose intervention the black earth of 
the prairie is transmuted into golden grains, to that of the lace- 
maker whose whole industry is to arrange his gossamer into fantastic 
shapes. 

This form of production includes all the extractive and manufac- 
turing industries. Extractive industries arc those industries in 
which men are engaged in extracting or drawing forth raw 
materials from the lap of Nature ; for instance, agriculture, mining, 
forestry and fishery. Manufacturing industries, on the other hand, 
are those industries which give different forms of useful articles m 
the raw materials, for instance, cotton textile mills, sugar factories 
and steel factories. 

(2) Place Utility. The utility created by the removal of an 
article from one place to another, is known as place utility. Gene- 

2Thc dcftriitidn of production as the creation of utHUics is, in the opinion ofs 
Prof. Nicholson and others, not .strictly accurate. Economics, they say, is not 
concerned with each and evcr\» type of utility ; it studies a utility only if it Ita 
value. Economics studies wealth ‘which consists of goods and rcr\**ce$ havin,^ 
vaIue-in*o:chanec ; so that tliosc goods and scr\'iccs which have no valuc-ln* 
exchange arc not studied in Economics. Strictly speaking, therefore, pnxiuct»ori 
should be defined as the ‘‘creation of value?.’* Professor Nicholson defines produce 
tion as the ‘‘creation of economic utilities” ; and think' that by *<> 
defining it we will get rid of scvctal vague and jneonsistent ideas popularlv 
associated with ihh term. But as wc use the term ‘value’ to connote the 
s^ensc as economic utilities, it will be better to define production as t!ie creation 
cf value. 
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xally the article in question is plentiful at the place from where 
^ IS transported, and scarce at the place to which it is removed. 
•iFor example, Kashmir fruits have greater utility in AHahabnd 
than in Kashmir ; timber has greater utility in a pulp factory 

than in a forest ; sand has greater 
utility in the heart of a city, where it may be used for the construc- 
tion of buildings, than in a desert or on the bank of a river- The 
carriage of all these things from their respective places of origin 
to their respective places of consumption, increases their Utility- 
Transportation, therefore, is a productive process* 

(3) Time Utility, The utility which is created through the 
preservation or storage of a commodity for some time, is known 
at time utility* There arc some commodities which acquire greater 
utility with the. passage of time* Old wine, for instance, is con- 
sidered to be far more tasteful than fresh wine. Old rice similarly 
possesses more utility than fresh rice. Again, a cake of ice which 
has no utility in the winter may acquire utility through being kept 
over into the following summer. Such processes of preservation 
and stomgc arc, therefore, productive processes. Accordingly the 
trader, who purchases goods at the time when they arc in plenty 
and cheap and sells them at the time when they are comparatively 
scarce and dear, is a producer* 


(4) Possession Utility, Possession utility is the utility which i$ 
created by transferring the possession of an article, Pos'^csu'on 
utility is created because the transferee derives greater utility from 
the possession and use of the article than the transferor. For 
instance, books and stationery kept in the shelves of a shop-keeper 
do not have as much utility to him as they have to their parch:t5er<. 
The procc.sscs of purchase and sale are, as such, productive procctsc^ 
and shop-keepers arc producers. 


(5} Service Utility. The utility created by the rendering of some 
service not embodied in a material object, is known as service utility. 
All the personal services, which arc rendered directly to the person 
of the consumer, create service utility* Similarly all tUe public 
service^, which benefu citizens through the agency of the State, 
create utilii>. The teacher who teaches the student, the doctor 
who cures the patient, the actor who acts, the dancer who dances^ 
and the constable who protects life and property of the citi^^ent, all 
create service utility and producers. 


(b) ICnnvlal^^e 6'/i7i^, T4ic utility which is created througJi 
the irnpartation rT knowledge is known ai knowledge utility. A 
good e.xarnplc an informative advertisement* On*^ m.iy no? know 
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The above discussion shows that the term production is fairly 
wide. A farmer is a producer because he creates form utility. So 
is a trader who' creates possession utility. Domestic servants 2 lyc 
ducers as they create service utility. Carpenters, blacksmiths, 
businessmen, lawyers, doctors, teachers, engine drivers, advertise- 
ment framers are all producers.® But a college student is not a pro- 
ducer because he does not create any utility as a student. 

§ 3. PRODUCTIVE OCCUPATIONS 

Productive occupations may conveniently be divided into the 
following classes : 

1. Industrial Occupations 

These occupations are concerned with production of material 
objects. They are divisible into : (a) Extractive occupations which 
are concerned with the extraction or obtainment of materials from 
the -lap of Nature ; and {b) Manufacturing occubations which concern 
themselves with the conversion of raw materials into finished 
products. 


OCCUPATIONS 



Industrial 

Occupations 


Commercial 

Occupations 


V1. 

Services 


lExiractive Maunfaciuring 

Occupations Occupations 


r 

Direct 

scr\dces 


V 

Public 

SfYN’ices 


Transport Distributive Banking and 

Occupations Insurance 

Ciiart 21. ^5ho^ving classes of oc cup a tin n«^. 

2. Commercial Occupations 

The occupations which provide links between producers 
and consumers, help in the transfer of goods, from pro- 
ducers to consumers, are known as commercial occupations. Such 
occupations arc of three varieties : 

(al Disttibutwe. They include the* activities of the persons who 
actually distribute goods among consumers directly or indirectly, 

31n the early times, there was in Trance a group of economists, known as 
Physiocrats, who held that agriculture alone is productive, other occupations beinc 
unproductive. PhN'siocrats were followed by Mercantilists, accord inc to whom 
commerce alone was procuciivc. Adam Smith, the Father of Modem Economics 
Ip ter on extended the scope of production to the creation of all the material objects! 
*1 be scope has» >in modern .times, been still more widened so as to include the 
utUilr of any and cveiy'kind, whether embodied in a raatenal object or not. 
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Wholesalers, retailers, commercial travellers arc all cngaircd in 
distributive occupations. 

It relates itself to the movement of goods fron? 
one place to^ another- Railway transport, motor transport, etc., 
belong to this category. 

(r) BanJeing and Insurance* Bankers finance the movement of 
commodities and also give monetary help to wholesalers, retailers 
and consumers in diverse ways. Protection against fire and sea 
risks and other contingencies is provided by insurance companies. 

3. Service 

The professions of rendering services arc those in which service 
is rendered either direct to consumers or to the public. The former 
is known as direct ser\dcc ; and the latter, public scr\dcc. The 
services of doctors, lawyers, teachers and domestic servants arc- 
direct services. The services of civil servants. High Court Judge? 
and constables arc public services. 

TEST QUESTIONS 

1. Explain the meaning of production fully, 

2. ‘^Production the creation of economic utiHtic?/' Commrni. 

3. Describe the x-arious processes of production. 

*1. What arc the kinds of utility you know ? Describe fully. 

5. Arc these pro<luccrs : musicians ; traders ; sweeper^ ; teacher’^ ; stocl- 
exchange dealers ; speculators ; actors ; painters ; sndJnis ; in«an'* perron t 
\vi\TS ? 


EXAMINATION QUESTIONS 


U. P. Jnt. Arts. 

1. What do >‘ou understand by -Production* ? Examine if iJje follovdn?: ;ur pro- 
ductive workers : (a) your examiner in Economics, (b) farmer, fc; ymir rlom-ur 
Servant, (d) trader. ( 1951 ) 

2 . Explain the meaning of Pro^hiction. Explain dr:<r!y firm, pbv-- and iTm- 
utilities. ( 1919 ) 

Raj. Inf. Arts. 

3. Whatdoyoutmdrruand by TVf>l action*. ? t*:- 

ing arc pn^iuetbe workers ; (a) farm-r% 'b) uad-r**. . 

?tud'*n!, fnvr rramni 

Rai. Int, Com. 

d. Wfit^ a note f;n ‘rrrrUj-uor:*. 
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Banaras Int. Com, 

6. ^Production is the creation of utilities, while consumption is tlie destruction 
thcrcoP. Explain pointing out in this connection the relation between production 
and consumption. (1948) 

Nagpur Inter. Arts. 

7. Production is the creation of utilities, consumption involves the destruction 
of utility. Explain (1947) 

Nagpur Int. Com. 

8. ‘^Production is tiic creation of utilities, consumption involves the destruc- 
tion of utility\’* Explain. (1947 j 

Poona Int. Com. 

9. IVhat do you understand by production ? How is it related to coasumptior^ 
and distribution ? (1949) 

Other Bodies 

10. What is the meaning of production in Economics ? 

(Punjab, 1. A., 1934. 

11. Explain production. IVhat arc the factors of production ? 

(Calcutta, I. A., 1927. 
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FACTORS OF PRODUCTION 

Thanks to a tradition dating from the time of the first economists, three agents of 
'Fir”?*'?” distinguished : land, labour aad capital. Thu three- 

•fold division has the advantage of simplicity, and there seems to be no need ■ to 
-abanaon ti. — Gide. 


§ L FACTORS OF PRODUCTION 

There are certain things which contribute to production. They 
are, therefore^ called factors of production. The factors of pro- 
duction are chiefly two : (/) the personal exertion or eflfort ofhuman 
beings ; and (zV) the object to which the exertion is applied. If 
a hunter wants animals, .he must make an efibrt to kill them / and 
ithe ' animals which he wants to kill must exist. Similarly, the 
grass-cutter who wants to cut grass must devote himself to the pur- 
>pose and the grass which he wants to cut must be in existence. 
These two requisites are indispensable for production; without either 
•of them, no production is possible. These two requisites of pro- 
duction are known in. Economics as (z) which refers to the 

personal exertion of human beings, and (zi) Land or Gifts of Nature^ 
which signifies the objects provided by Nature and which men 
adapt for their use.^ 

Tlie importance of these two factors of production was realised 
^by man during the days of his earliest habitation on this planet. 
It was also appreciated by him fairly early that his efforts could 
•be made more effective if he could have some implements or 
weapons to aid his efforts. The primitive hunter had realized that 
he could kill more animals if he had a spear ; and the grass-cutter 
had similarly felt that he could cut grass quickly and plentifully if 
he could have a hook. This external implement or appliance, 
which increases the effectiveness of human efforts, and which emerged 
as a third factor of production at an early stage of civilisation, is 
known as Capital. 

These are the three chief requirements of productive efforti 
namely : 

(I) The Natural — Gifts of Nature. 


IThcre are two essential factors in all productive processes : nature 
man. Nature figures in production as an aggregate of materials and blind forces. 
Acting in conformity with invariable laws, .^he destroys as readily as she creates* 
Man, on the contrary, appears as a being with conscious purpose. He also destroys 
—not ruthlessly, however, as nature seems to do, but in order to gratify his w'ants. 
‘Seager, 0/r. OV., p. 32. 
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• (2) The Personal — ^Mail’s own energy and skill. 

(3) The Arlificidl^Th^it which man has made to help him in 
, • this effort. 
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Fig. 22 Explaining the factoi-s of production. 


Other factors also came to be recognized a little later. With 
the passage of time and advancement of learning, production took 
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a complex form ; wealth began to be produced on a large 'scale, in 
big factories and large farms. Such production required enorinous 
natural gifts, immense labour and considerable capital, all of which 
had to be systematicaify organised in the act of production. The 
organization of production, z. <?., the bringing into effective co- 
operation of the various factors, became a very important and 
separate factor of production. OTgani<aiiou occupies a very inipor* 
tant place in the production of wealth in modern times. 

Production on large scale involves considerable risk and urr^ 
certainty. If the goods produced are not sold, enormous loss is 
suffered. The risk has become especially great because of the fact 
that the markets for commodities now tend to become interna- 
tional. Risk-taking or enterprise has thus appeared as another factor 
of production. - , 

The factors of production are, therefore, five in number : (/) 
Land or Gifts of Nature, (z7) Capital, (m) Labour, (iv) Organisation,, 
and {v) Enterprise. Of these factors of production, the last three 
are the forms of human activity, whereas the first two are the 
external aids to human effort. 

The meaning of the five factors of production as explained above 
is only provisional. Their exact definitions will be given in their 
proper places. 

Factors and.Agems of Production 

The term factors of production should be distinguished from the 
tttm agents of production. Factors of production signify the actual 
things which are required for production ; vyhile the suppliers of 
these are known as the agents of production. Land, lal^ur, 
capital, organisation and enterprise arc factors of production ; 
while landlords, labourers, capitalists, organisers and entrepreneurs, 
(or enterprisers) are agents of production. 

niuBtration 

The various factors of production used by, say a village 
weaver, a Banaras brass-worker and a cotton textile factory- 
owner, may be studied on a comparative basis with a view to eluci- 
date and illustrate their relative importance in different forms^ 
of production. 

Land or Gifts of Nature. The village weaver does not, require 

much land or gifts of nature- He simply needs a small plot ot an 
where he can fix up his loom, he does not use , 

or electricity. The Banaras brass-worker generally needs more * 
to set up his workshop, though electric power is rarely v 

him. The cotton textile factory requires pretty large quanu y 
land. The factory occupies a big plot of land while electric 
is used for the operation of machinery. Its climatic . 

are also definite or the atmosphere must be humid so tn* 
thread may not break when it is being spun. 
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Labour. The village weaver does not require much labour. 
Generally he depends upon his personal exertion and is sometimes 
helped by the women and children of the family. The Banaras 
brass-worker requires larger amount of labour. He works 
himself and also employs some apprentices or labourers. In 
a modern cotton textile mill, however, immense quantity of 
labour is needed, employing as it does hundreds and thousands of 
hands each day. 

Capital. A village weaver requires small capital for the purchase 
of his ordinary loom and raw material which is generally cheap. 
The Banaras brass* worker has to manage for large capital for 
he has to equip himself with various implements like chisel, 
furnace, etc. The raw material used by him is also more costly. 
The capital invested in a cotton textile mill surpasses both of 
them. The large factory buildings, the gigantic machinery, huge 
stock of raw materials and large stock of goods awaiting sale, involve 
enormous capital. 

Org'^nisatim. The village weaver does not require much or- 
ganising skill in his trade which is usually simple and of a small 
scale. The Banaras brass-worker, who has to handle more 
capital, requires the organising skill to a greater degree ; but his 
need is not considerable. Organisation assumes supreme impor- 
tance in a modern te.xtile factory. In the acquisition of gifts of 
Nature, labour, capital and enterprise and in bringing them 
into the most effective co-operation, real skill of organisation 
is required. 

Enterprise. In the trade of village weaver with small capital 
and small output, risk or enterprise is meagre. The brass-worker 
has to undertake greater risk because he invests more capital and 
his output is larger. The greatest risk is borne by the owner of a 
modern textile factory who has to look after large markets, who 
cannot expect a fixed demand for his produce, and who has large 
capital at stake. 

§ 2 . RELATIVE importance OF THESE FACTORS 

Attempts are sometimes made to discuss the relative importance 
of different factors of production. Such attempts are associated 
wth much diflicultv lor two reasons. Firstly, when all the factors 
of production are necessary in the act of production, it is rather 
difficult to decide which is more important and which is less impor- 
tant, Secondly, the owner of every factor of production wants that 
greater importance should be attached to the factor owned by him. 
Capitalists award the first place to capital ; labourers to labour ; 
landowncis to land ; while organisers and enterprisers do not lag 
behind in pushing forward the claim of their priority. 

The importance of these factors can be easily shown. Of all 
the factors of production, labour plays an active part and sets the 



CHAPTER 26 

THE LAWS OF RETURNS 

The tendency towards diminishing returns is not an cccnomic theory but is 
one ot the most commonplace facts of agriculture* The very existence of renla! 
ana sale values of land sufficiently attests it. — Devanport^ 

§ !• INTRODUCIION 

If a xnanufacturer, or a cultivator^ or any other businessman 
wants to increase his output, he has to increase the quantity of 
the various factors of production used in his business. The returns 
due to additional quantities of productive resources are not fixed. 
In some cases the businessman finds that if he increases the 
quantity of the various factors of production, the return (z. the 
output) due to each successive dose (or unit) of productive resources 
will go on increasing. This tendency of the return due to each 
successive dose to go on increasing is known as the Law oj Inctdasing 
Reiurns. This tendency encourages a businessman to increase the 
scale of his business. This/ however, does not always happen. 
In some cases the return due to each successive dose of productive 
resources goes on diminishing. This tendency of the returns due to 
successive doses to go on diminishing is known as the Law of Dimx^ 
nishing Reiutris, I'his tendency discourages a producer from 
increasing the scale of business. In certain cases, the return due to 
each successive dose will be found to remain fixed or almost 
constant. This tendency of the return due to each dose to remain 
constant is known as the Law oJ Constant Returns, These three laws 
of returns occupy a central position in production and need 
detailed study. 


§ 2 . THE LAW OF DIMINISHING tU:*TURNS 

The Law as Applied to Agriculture 

The law of diminishing leturns has special application to agri» 
culture and is usually associated with it. Every cultivator knows 
that this law operates and he benefits by this knowledge, though he 
cannot express it in the shape of a law due to his illiteracy. 

Any cultivator would tell you that, after a certain stage in 
cultivation, the application of an additional dyse^ 
labour and capital to a particular plot of land docs not bring about 
as much return as the previous dose. For instance, if the first unit 


ITbe term •Mosc” of labour and capital was first used by James Mill is 
followed by Marshall, and has now become a permanent acquisition to ccon m 
Jitcraturc, 
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produces 50 mauuds of rice, the second unit would produce, say, 
47 maunds, the third only 41 maunds and so forth. Additional dose of 
labour and capital, applied to the same plot, thus gives ^ diminish- 
ing returns.* This tendency is known as the Law of Diminishing 
Returns. 

It should be noted that the total yield does certainly increase 
after the application of every fresh dose. But since the return due 
to the application of each fresh dose is persistently diminishing, the 
total return increases at a diminishing rate or less than pro- 
portionately. 

This Law of Diminishing Returns as applied to agriculture has 
thus been formulated by Marshall : “An increase in the capital and 
labour employed in the cultivation of land causes, in general, a less 
than proportionate increase in the amount of produce raised, unless 
it hafipens to coincide u.ith an improvement in the art of agriculture.” It 
should be carefully noted that the law relates itself to the amount 
of the produce raised and not to its price.* 

The reason why diminishing returns are obtained from land is 
not far to seek. The productive capacity of the soil is limited and 
is subject to exhaustion. When the first dose of labour and capital 
is employed to a particular plot of land, it uses up a certain portion 
of the productive capacity of the land. The second dose, when 
employed, has less productivity to exploit as compared with the 
first dose ; consequently the yield due to the second dose is not so 
heavy as due to the first dose. This phenomenon goes on repeating 
itself with every successive unit.* 

Illustration 

We shall illustrate this law by a concrete example. Suppose a 
cultivator has got a plot of land. He applies to it the first dose of 
labour and capital, which gives an yield of 90 tons of rice. The 
application of the second dose of labour and capital pushes up the 


21 f things \vcrc not as they arc m tins respect if, wc could increase the crop 
of a given piece of land indcfinifclj , upon the sole condition of proportionately 
increasing labour and expenditure, tJic tillers of the soii Mould not hesitate to do 
this ; instead of increasing the size of their famis, they would reduce them to the 
smallest possible area, because the smaller the area, the easier it is to manage a 
farm. The simple fact that things are not as wc ha\-c just supposed, and that 
poorer and less favourably situated land h in fact constantly brought under 
cultivation demonstrates that in reality we cannot expect a piece of land under 
given renditions to yield more than a limited crop,— Charles Gidc, PrindLlts cf 
Pcliihcl Eccv.vvrty\ pp, 95-95, 

3It is important to rerrember that the return to capital and labour of w'hlch 
the law speaks, is measured by the of the produce raised independently 

of any changes that may meanwhile take place in the /r/ee of produce. — Marshall, 
EUcnorrJcs cf Industry ^ p. 94. 

^4Sincc diminubing returns arc obtained at a fxed cost, the cest of pro- 
duction j^cr unit gets cn increasing. Kccce this 1 aw is also styled as the 

Ccsts^ ^ 
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total yield of 1 60 tons. When he applies the third dose, the total 
output is raised to 220 tons. The fourth dose similarly increases 
the total produce to 265 tons J the fifth to 300 tons ; and the sixth 
to 320 Ions* The application of each nevv dose increases the total 
output but the output due to each successive dose goes on dimi- 
nishing. The first dose, in our illustration, produces 90 tons of rice. 
The first and second doses together produce 160 tons ; the second 
dose, therefore, produces only (160—90=) 70 tons of rice. Similar 
calculations will show that third, dose yields 60 tons ; the fourth, 
45 tons j the fifth 35 tons } and the sixth 20 tons. These results 
are tabulated below : 


Doses of Labour and Capital 

Total Output (in tons) 

1 

Output due to 
each dose (in 
tons) 

1st 

90 

90 

2nd 

160 

70 

3rd 

220 

60 

4th 

265 

45 

5th 

300 

35 

6th 

320 

' 20 


Diagrammatic Representation 

The law can be represented diagrammatically as follows : 


Y 



Fig. 24. Illustrating the law of diminuhing return/ 
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In this figure doses of labour and capital have been measured 
along OX axis, and tons of rice along OY axis. The figures of the 
output due to the several doses as given in the above table have 
been plotted on the graph and the points have been joined. ^ The 
curve DR is thus obtained. This is the curve of Diminishing 
Returns. It is a slopy curve which indicates that the returns due 
to each additional dose go on diminishing as the number of doses 
of labour and capital goes on increasing. OD line represents the 
return due to first dose ; 2 Xjl, the return due to second dose > 
3 X 2 , that due to third dose; and so on. These lines go on de- 
creasing in size, thus illustrating the diminution in returns due to 
successive doses. 

Limitations of the Law 

The statement of the law as given by Marshall consists of 
two very significant expressions : (:) in ceneral and (ii) unless it 

happens to coinci le with an impri.vement in the art of agriculture. These 
two expressions constitute the two limitations of the law and are 
discussed below. 

(i) In Geteral. The law of diminishing returns is true in gene- 
ral ; but it does not operate if the land is under-cultivated, j. e., if 
labour and capital employed to a plot of land arc not adequate 
to use up fully its productive capacity. To give a concrete 
example, if a cultivator owns 1,000 acres of land and devot es 
negligible quantities of labour and capital to it, the productive 
capacity of that big plot will not be completely exploited. And if 
he applies another dose of labour and capital to that plot, the 
yield due to it may increase because of the fuller utilisation of the 
productive capacity of the soil. But once the stage of full cultiva- 
tion, that is, full utilisation of the productive capacity of the land, 
is reached, diminishing returns will certainly be obtained. The 
law sets in operation only after the point of full cultivation of 
land. If we consider the output obtained from a piece of land 
from the very beginning, we will find that the application of the 
first few doses gives increasing returns ; to be followed by constant 
returns ; after which diminishing returns appear. Fig 25 on p. 198 
represents these varying tendencies ; AB represents increasing re- 
turns, BG constant returns and CD diminishing returns. The 
stage of full cultivation is reached at the point G ; and as is shown 
by curve CD — diminishing returns are obtained after this point. 
‘In general’ drops a curtain over the phenomenon up to the dotted 
line O’G ; and offers to our view simply CD curve, the curve of 
diminishing returns.^ 

{ii) Improvements xn the Art of Aen’culture. The law will operate 
only if the application of successive doses of labour and capital 

SSomc writers feel that ‘in general’ means that law is generally true in a 
majority of c.-vses, but there arc a few cases in which it dors not hold true. ’This 
interpretation of the term ‘in general’ is incorrect because there is not a siiiptc 
cajc in which !hc docs not operate. ^ 
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does not happen to coincide with an improvement in the art of 
agriculture It is thus a static law and does Sot apply to proSe^ 
sive agricultural industry.® If means and methods of prJduSon 
continue to_ remain the same, the law is bound to opeSte Im" 
proyementsin the art of agriculture, like the use Sf iLrovTd 
implements and machinery, utilisation of better fertilisers Ind 
'provision of improved irrigation facilities, counteract’ the 


Y 



T Fig* 25. Curve showing the varying tendencies of 

: the Laws of Returns. 

tendency of the soil towards exhaustion ; they may, in some 
cases, even increase its productive capacity, irrespective of 
the number of doses already applied to it, and cause successive 

6The law of diminishing returns is prcfcntcd as npplying not to progressive 
agricultural industry as a whole, but merely to a particular area of land cultivated 
in accordance with the knowledge available at particular time. It is a suitic 
law, helpful in accounting for the phenomena of any given period, such as 
migrations of population to new lands, the slow rate at whxh the wealth known 
to be contained in a particular time is taken out, or the failure to get every 
possible horse-power out of a waterfall, but not a law of progress. Some cecnomists, 
It is true, have bcHcvcd an analogous law of diminishing returns to hold good, 
every long peHods of lime, of progressive’ agricultural industry as a whole, 'nicy 
admit that in the last one hundred and fifty years this law has not apphed 
to progressive countries, since invention and discovery^ have kept ivell in advance 
of any Icndcncv' of population to increase or natural resources to l>eco.mc 
exhausted, but they maintain that these years have been highly exceptional 
Scaser, Ofi, Qt., pp. 130-31. 
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doses to yield increasing returns. The la^v, therefore, holds true 
-only if no such improvement takes place. 

The above are the two important limitations of the' law. To 
these may be added another limitation, if we may venture to call 
it as such, namely, that it applies to the quantity of the produce 
raised and not to its price. As already remarked, the price of the 
produce raised is a factor with which we have pot nothing to do 
here. It is the quantity of the produce raised which we have to 
keep in view. 

Decreasing Returns and Increasing Cost 

In the above discussion we have focussed our attention on 
return due to each successive dose ; and we have seen that this 
return goes on diminishing. But what happens to cost per w-it? 
Does it increase when returns decrease ? Yes, that is so. The 
explanation is simple. The cost of each dose is by assumption 
the same and unchangeable hence when an additional dose gives 
less return it means that the incurring of the same cost results in 
a declining return. The cost per unit, as such, goes on increasing. 
This can be illustrated with the help of the table given on page 196. 
Suppose the cost per dose is Rs. 100. This means that the cost 
per unit, when only one dose is applied, is Rs. ^§^=118. Til. The 
cost per unit goes up to Rs. •r§g=Rs. T25 when the second dose is 
applied. Further results are set out in the following table : 


Doses of labour and 
capital 

Total cost 

Total output 

Cost per unit 


Rs. 

Tons 

1 

1 Rs. 

1st 

i 100 

90 

'TU 

2nd 

1 

200 

160 

1 

T25 

3rd 

300 

220 

T36 

4th 

. 400 

265 i 

T50 

5th 

500 

300 

T66 

6th 

600 

320 

T87 


If we plot the cost curve, it will show an upward tendency. 
In diagram 26, the CG’ curve, which is the cost curve, is a rmngooe. 
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It is thus clear that if we 
focus attention on cost per unit 
and not on return, we can say 
that we af^ply iu cess^ve dosrs of 
labour and cnpjtat^ cost p r unit in 
j^eneral go-s oa in^reau\gy uni ss (here 
is, a stmul'aneous improvement in the 
art of production^ In this shape, 
this is known as the Law of In- 
creasing Cost. The Law of De- 
creasing Returns, in otner wordsi 
is also known as the Law of In- 
creasing Cost. 

General Statement of the Law 

We have discussed above 
the law of diminishing returns 
as applied to agriculture where 
* 2 3 4* 5 6 7 5 it operates very forcefully and 

without exception But it 
Fig. 26. applies to other spheres as well. 

In general terms, it can be 
stated as below : In general^ if one factor of production is kept 
fixed, the application of every additional dose of other factors brings 
about diminishing returns, other things remaining the same. 

Applications of the Law 

In the above description of the law, wc have studied its appli- 
cation to agriculture where it is universally true. Ac some time 
in the progressive cultivation of every field, sooner or later accord- 
ing to the state of agriculture, a stage will be reached after which 
every additional dose of labour and capital will result in diminishing 
returns. The law applies to various other industries as well. It 
applies, for instance, *to grazing lands, to the mine, the forest and 
the sea. It governs the cost of producing fish and whale oil ; fuel 
and timber for manufactures; coal, iron and copper, for the furnace 
and the forge ; wool for clothing, and the carcasses of cattle and 
sheep for food’. The more important applications of this law 
are discussed below : 

(I) Fisheries, Fishing in ponds, tanks and lakes is subject to 
the law of diminishing returns. Just as the application of more 
doses of labour and capital usas up the capacity of the soil more and 
more, similarly every catch makes the fishing tank or lake less prolific, 
with the result that further efforts arc not rewarded equally well. 

Such is probably not the case with sea fisheries. Sea fish 
multiply fast that fidring by men docs not diminish their number. 
Thus a fish known as Lmg lays 18,500,003 eggs in a year, i.r., 
from 50,000 to 60,000 eggs per day. Other varieties of fish arc 
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also surprisingly procreative. Some writers, however, seem to hold ^ 
the opposite view and feel that even sea fisheries arc subject to the ' 
law of diminishing returns. 

(2) Mines and Qjiarri-s^ The law of diminishing returns operates 
in the working of mines and quarries as well. As the labour and 
capital applied in the working of a mine increase, the lower and 
deeper strata have to be dug. Deep digging requires elaborate, 
costly and laborious arrangements for proper lighting, for convey- 
ing air fuither inside the mine and for transporting the mineral to 
the pithead. The expenditure of each successive unit of labour 
and capital, as such, produces less than proportionate minerals. 

(3) B'lilding of Houses and Shopt. The law is also applicable to 
the building of houses and shops. If more labour and capital 
are applied to a particular building, higher s oreys will be raised. 
The wastage of material and time, and the cost involved in the 
construction of these storeys will go on increasing for bricks, lime, 
mortar and workers will have to be carried much higher than 
before. The application of each dose of labour and capital will, 
therefore, be rewarded less handsomely than the previoui unit. 

(4) Poilcry. Even pottery is subject to this law. Earthenwares 
arc made out of clay which is to be dug out. The deeper one has 
to dig up with a view to obtain clay, the more labour and time it 
requires. The return from pottery, as such, begins to decline with 
the application of further labour and capital. 

(5) Manufac luring. While agriculture is subject, to the law of 

diminishing returns, manufacturing is said to be subject to the law 
of increasing returns. This is, of course, true. But if the conditions 
under which the law is conceived to apply in agriculture arc also 
present in the case of manufacturing, the law is bound to operate 
even in the latter. In agriculture we take land as fixed in quantity 
and other factors are increased in amount. Similarly, in manufac- 
turing, if we keep one factor, say, labour or raw materials or 
capital fixed in quantity, and increase other factors, diminishing 
returns arc bound to follow. . . 

§ 3. THE LAW OF INCREASING RETURNS 

Just as the law ofdiminishing returns is applicable to agriculture, 
similarly the law of increasing returns is applicalile to manufactures. 
If we apply fresh doses of labour and capital to a manufacturing 
industry, each successive dose will yield increasing returns This 
law of increasing returns has been stated by Marshall as below ; 
“An increase of labour and capital leads generally to in>provcd' 
organisation which increases the efficiency of the work of labour 
and capital”. 

If we measure the doses of productive resour''e5 along OX axis 
and output along OY .axis, the law of increasing returns will be 
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diagrammatically by a curve like IR in the following 


upward tendency and the dotted lines 
rg on increasing m length, which shows that the return due to 



each successive dose goes 
on increasing in amount* 
In manufacturing in- 
dustries the law of in* 
creasing returns applies 
due to a variety of 
reasons. The applica- 
tion of fresh doses in- 
creases the scale of pro- 
duction so that all the 
internal and external 
economies of large-scale 
production arc made 
available. Secondly, in a 
manufacturing industry 
the various factors of 


Tig. 27. Showing the Law of Increasing Returns, production can be com- 
bined in an Ideal pro- 
portion. In the case of agriculture, one factor of production, 
mamely, land remains, more or less, fixed, while the quantities of 
other factor]? are increased. There is no such limitation in the 
<case of manufacture, since the supply of all the factors of produc- 
tion is elastic. The most profitable portion of the various factors of 
production can, therefore, be easily secured. Finally, new inventions 
and new processes of production appear so frequently and regularly 
in the sphere of manufactures that they push further away the 
point of diminishing returns. At any particular time, a manufactur- 
ing industry knows certain methods of production and its pro- 
ductive capacity is definitely limited ; as such, an increase in the 
quantities of various factors is likely to set the law of diminishing 
returns in operation, sooner or later. But fresh inventions and 
new methods of production appear so swiftly in this field that before 
the point from which diminishing returns begin to be obtained is 
Tcached, some new improvement is made which pushes this point 
further away. This point is shifted forward so repeatedly and 
constantly that it rarely becomes effective. 

Increasing Returns and Diminishing Cost 


It should be remembered that in the case wc have discussed 
above increasing returns are obtained by the application of suc- 
•ccssivc doses of labour and capital ; and as their cost of each dose 
by assumption remains constant and docs not change, it follov/s 
that increasing returns arc detained at the same cost. In other 
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words, the cost per unit goes on diminishing. [The reader is advised 
to take a practical example, work out the cost per unit and plot the 
cost curve. This curve will be a declining curve. This should 
be done on the same lines on which we worked out the whole 
thing in the case of the law of decreasing returns on p. 199 
anle.] Hence this law is also known as the law nf diminishing cost 

§ 4. THE LAW OF CONSTANT RETURNS 

When the application of fresh doses of productive resources 
results in an equal return due to each successive dose, the law of 
constant returns is said to apply. For instance, if the first dose 
produces 50 maunds of sugarcane, two doses may produce 100 
maunds, three doses 150 maunds, and four doses 200 maunds : so 
that the return due to each dose is 50 maunds. If we represent 
productive resources along OX and output along OY, the law of 
constant returns will be shown by the curve GR, in the following 
diagram ; 



^34 

p.^aODuctiye doses 


Fig. 28. Showing the Law of Constant Returns. 

All dotted lines arc equal, which show's that the return due to 
each dose is the same. 

This law operates due to an exact counterbalancing of the ten- 
dency towards diminishing leturns and the tendency towards 
increasing returns. This may happen, for instance, in a concern 
which manulacturcs sugar as well as grows sugarcane. The former 
is subject to the law' oi increasing returns, and the latter to that of 
the diminishing returns. These two tendencies mav, in such a case 
be ex.nctly balanced so that constant returns mav be obtained! 
Such cases, however, are rare in practical life. This law is, more 
■or less, one of probability and of theoretical interest only. 
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^ Because the returns due to -successive doses remain constant 
here.it follows that the cost per unit also remains unchanged, 
ileijce this law is also called the law of constant cast^ 

§ 5 . NATURE AND THE LAWS OF RETURNS 

Matshallian Approach to Laws 

In the discussion of t&e above laws we' have specifically mentioned 
the reasons why each of them sets into operation. Marshall ap- 
proaches the problem from a different standpoint, namely, the part 
which Nature and Man play in production Nature is always and 
everywhere economical. As such, where Nature plan's a pre- 
dominant role in production, as it does in agriculture, diminishing 
returns are obtained. Man has been trying from the very begin- 
ning of his exiftence to subdue Nature and to prevent this tendency 
of Nature from operating. Where he is able to get the upper 
hand, as happens in manufacturing industries, increasing returns 
are obtained. In the words of Marshall, while the part which 
Nature plays in production shows a tendency to diminishing re- 
turns, the part which Man plays shows a tendency to increasing 
returns. If the actions of the laws of increasing and diminishing 
returns are balanced, we have the law of constant returns. ** In 
purely extractive industries, like agriculture and mining, Nature's 
contribution is supreme and, therefore, diminishing returns arc 
obtained. In manufacturing industries, on the other hand, human 
control is prominent : therefore, increasing returns arc obtained. 

Is There Only One Law of Returns ? 

There are some economists who maintain that there is only one- 
law of returns and that is of diminishing returns. The other two 
laws, those of increasing and constant returns, arc only conditions 
precedent of the operation of the law of diminishing returns.^ They 
are simply the passing phases: ultimately it is the law of diminishing 
returns which operates. 

This point of view is not quite accurate. There arc three dh- 
tinct tendencies, of different types, and should be so distinguish d. 

In a particular enterprise at any particular time, cither the law of . 
increasing returns or of constant returns may be in operation ; and 
it would certainly be wrong to say, then, that it is the law' of dimi- 
nishing returns which is operating. It should, however, be recog- 
nised that these three laws are intimately connected wdthcach other. 
This, indeed, misleads some economists to make the above-men* 
tioned assertion. 

§ 6. THE LAW OF SUBSTtlUTtON OK EQUt-.MARClNAL 
PKODUCTIViri' 

have discussed the Jaws of returns. There is another law 
of production which should also be included in our surv'cy. 
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This is called the law of substitution or of cqui-marglnal pro* 
ductivity. 

An oraaniscr combines the various factors of production in such 
a mann-r as to obtain maximum results out of the given resources. 
Maximum output at minimum cost per unit, is the ideal which he 
follows. The realisation of ideal proportions in which several factors 
should be combined, is a very difficult task ; and herein lies the r^al 
efficiency of the organiser. The ideal is achieved through a lengthy 
process of ‘trial and error.’ An organiser is always on the lookout 
of substituting a cheap and efficient factor of production for a com- 
paratively costly and inefficient one. If his efforts are crowned 
with success and the said ideal is achieved, the marginal productivity 
of each factor will be found to be more or less equal. This law 
or principle is known as the law of substitution or cqui-marginal 
productivity. The law of substitution, as applied to consumption, 
is known as the law of equi-marginal utility. As applied to pro- 
duction, it assumes the name of law of equi-marginal productivity* 

There are numerous cases in wh’ch one factor is substituted for 
another. The following are some < xamph'S : 

(1} An organiser, in need of more space for carrying on pro- 
duction, may cither purchase more land or he may raise another 
storey at the top of the existing building. If he adopts the former 
course, he will substitute land for capital ; and if the latter, he 
will substitute capital for land. He will of course adopt the cheaper 
course. 

(2)' An organiser, desirous of increasing his output, may employ 
more labourers or purchase new machinery. If he docs the former, 
he will .substitute labour for capital J and if the latter, he will 
substitute capital for labour. 

TEST QUESTIONS 

I^uuuciate and iKusiratc the law of' diminishing returns. Indicate its 
limitatjon 

2. D(ks the law of diminishing returns apply to .(o) agriculture, (h) fisheries, 
\e) poll cry, (rf) mining, (e) manufacturing ? 

3. State and illustrate the law of increasing returns. Why is it specially 
applicaojc to irianufaciuring industries ? 

4. State and illustrate the law of constant returns. When does it operate ? 

5. Indicate the relationship between Nature, Man and the laws of returns, 

6. rrhcrc is only one law of returns and that Is of diminishing returns’, 

7* Discuss thoroughly the law of subsihution as applied to production. 

EXAMINATION QUESTIONS 

U. P, Inter. Arts. 

!• Explain the law of increasing returns. (1931) 
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2. Explain clearly the law of diminishing returns. (1947) 

3. How does the law of increasing returns apply to manufacturing 

industries ? In what directions docs large-scale production make economics 
possible ? (I. A., 1943) 

4. Distinguish between the internal and external economics. How do they 
lead to increasing returns in industries ? (I, A., 1940) 


^ ^3cplain as clearly and fully as you can the Law of Increasing and Dimi- 
nishing Returns. (1. A./1939) 

6. State dearly the law of Diminishing Returns. What arc its limitations ? 
(L A*, 1931) 


U. P‘ Inter. Com. 

■6a, Discuss the Law of Diminishing Returns. Is it applicable to mines ? 
To river fisheries ? To potteries. (1949) 

?• State and explain the Law of Uiminishing Returns. In what kind o 
industries will you expect this law to operate ? (1947) 

8. What is the Law of Increasing Returns ? How docs it operate io 
manufacturing industries ? (1. Com.^, 1946) 

9. Discuss carefully the Law of Diminishing Returns. (L Com., 1943) 

10. State (he Law of Increasing Returns and show how it operates in agricul- 
ture and industry ? (I. Com,, 1940) 

II, P, Inter. Ag. 

11. Explain the Law of Increasing Returns. Is it .also the Law of Diminish- 
ing costs ? (1951) 

12. Explain the Law of Diminishing Returns and show that it u also the 
Law of Increasing co-ts. (1948) 

Raj. Int.. Arts. 

13. Explain fully the laws of increasing and diminishing returns. (1919) 

14. Explain the law of increasing returns and show liow the law of diminish* 
ing cost tollows from it. (1944) 

15. State and explain fully the haw of Diminishing Returns. (1910) 


Ra{. Int. Com. 

16. State clearly the Law of Diminishing Returns. Wh.nt are its limit.ations ? 
(1949) 


17. State and explain the law of Diminishing Returns. Why is it found 
Operating more in agriculture than in manufacture ? (1947) 

in. State precisely the law of incrc-asing and diminisliing returns and 
explain the ctrcumstanccs under which their operation may be wi i »e P ^ 
poned. (1943) 


P,atna Inter. Arts. ^ . 

19. State and explain the Law of Diminishing Returns. What are tls I.miM- 
lions ? (1940 A) 

20. Explain the Law of Diminishing Returns and the circumstances in svhlr 
It can be held in check, (I9J0 S) 

Patna Inter. Com. 

21. Explain the Law of DiminiJhing Returns. Arc (here any r^ccrp.io-.t ta 
thii law ? (19-18 A) 
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22. E^Iatn the Law of Diminishtng^ Returns with reference to agriculture 
and mention the conditions under which it operates. {1944 S) 

23. State and discuss the Law of Increasing and Diminishing Returns. (1942 A) 

Banaras Int. Arts. 

24. State clearly the Law of Diminishing Returns. What arc its limitationa. 


Banaras Int. Com. 

25. Describe clearly the Law of Diminishing Returns. (1948) 

26. Explain the Law of Increasing Returns. Docs it alwf>*s operate with* 
out any check ? What arc the counteracting forces. Use a diagram to illustrate 
the law. (1947)) 

27. Slate and explain the Law of Diminishing Returns. Is the law appUc* 
able in ease of mines ? Draw diagrams to illustrate your answer. (1946) 


Nagpur Int. Com. 

28, What is the law of Increasing Returns? (1948) 

29. Docs the Law of Diminishing Returns apply [a) to the value of a product 
dr its quantity, (b) to total returns or marginal returns and (c) from the vcr>’ start 
or after some time- Give reasons for your answers. (1947) 


Nagpur Int. Com. 

30. Docs the Law of Diminishing Returns apply (a) to the value of a pro* 
duct as its quantity; (A) to total returns or marginal icturns and (c) from tlic very 
start or after some time. Give reasons for your answer ? ( l947) 

31. Explain and illustrate the law of Increasing and Diminishing Returns, 
(1916) 

Sagar Int. Arts. 

32. Stale and explain the Law of Increasing Returns. (1950) 

33. Explain fully the Law of Diminishing Returns. (1949 Supp.) 

Sagar Int. Com. 

34. Carefully explain the Law of Diminishing Returns. Is it applicable to 
mines and forestry’ ? (1949) 

Bombay Int. Com. 

35. “The N'ariabihtv of proportions in which the \*arious factors of pro- 
duction can be combined has an important bearing upon the laws of returns.’* 
Discuss, (1949) 

36. State and examine tlie law of djjrinishing returns. Under what condilions 
win production continue even after diminishing ictums have set in. (1918) 


Boon. Int. Arts. 

37. Explain with illustrations the laws of Returns, (1949) 
Poona Int- Com. 


How iz normal %*alue dclcrmincd under 


38. Describe the tas\‘s of Returns. 

Increasing Returns ? (1949) 

Andhra Int. Arts. 

o9. ^E^Lain clearly the Law of Diminishing Returns. Discuss cualincatlaai 
to whiclt u 15 subject. (1950) 

piminishiog Returns with panioilar reference to 
uroan building dcv'clopmcnt and mining. (1944) ^ 
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Ttanvjincore Int. 

41. Stale precisely vhat is meant by the law of increasing returns. To 
xvbat -type of industry does it apply and under what conditions ? (1943) 

Others 

42. State precisely, th? laws of increasing and diminishing returns and 

explain the circumstances under which their operation may be withheld or posu 
poned. (Delhi, I. A., 1946) 

43. New countries, extensive cultivation, increasing returns cld countries, 

intensive cultivation, diminishing rc’um. Exp!;tin. (Delhi, I. A., 1935) 

44. Explain the Law of Diminishing Returns. Indicate how an increase of 

population in an old and backward agricultural country is likely to affect the 

following t (o) rent of land, (i^) inconie per head. (Delhi, I. A., 1941) 

45. Carefully explain the Law of Diminijhing Rcturr 5. Show that this Law 

operates in all branches of indus’ry but that its influence is more evident and 
pronounced in the extracti"C industries or wherever the influence of Nature is 
permanent. (Delhi, I. A , 1933) 

46. State and explain the Law of Diminishing Returns as applicable to pro- 
duction. (Delhi,!. Am 1930) 

47. Explain the Law of Diminishing Returns with reference to agrtrultural 
land. (Bombay, 1. A., 1940) 



CHAPTER 27 

GIFTS OF NATURE OR LAND 

Much of the economy of society depends on the limited quantity m which 
•5omc of the important natural agents exist, and more particular!y land.— J.i". Mill- 

§ 1. MEANING OF ‘LAND’ 

Definition of Land 

The term Land, according to dictionary’, means the surface of 
the ground. In Economics, however, it is used in a wider sense to 
signify all the gifts of Nature, the surface of the ground being one 
of them. It includes : 

(1) the surface of the ground on which we live and move 
about : 

(2) the water covering that surface, e. g., rivers and oceans ; 

(3) the minerals hidden below the surface, like coal, gold, etc. ; 
and 

(4) air, heat, light and rainfall. 

Soil and sub-soil on which crops grow, topographical construc- 
tion, geographical location, climatic conditions, navigable water- 
ways, waterfalls, winds, vegetable and animal resources, fisheries 
and mines, and natural harbours, are all included under Land. In 
other words, the term Land signifies the surface of the earth and 
the materials above and beneath it. As Marshall aptly observes, 
“By land is meant not merely land in the strict sense of the word 
but whole of the materials and the forces which Nature gives freely' 
for man’s and in land and water, in air, light and hcat.”^ 

Land, Nature, and Gifts of Nature 

It will probably be felt by the reader that the use of the terra 
Land in this wide sense is somewhat confusing and misleading, 
especially to a beginner. If he comes across this term in a book 
on Economics, he may' take it in the literal sense to mean the 
surface of the earth, whereas it may' actually signify much more than 
that. To avoid this possibility' of confusion, some economists have 
begun to use the expression Gifts of Xature in place of Land. 
The term Gifts of L'eture describes the scope and meaning of this 
factor of production quite comprehensively and is definitely superior 
to land. There arc some writers who also use the term KoIutf 

IManhall, Pdr.cipln cf Ecrr.^.ia. 

14 



m 


INTRODUCTION TO ECONOMICS 


Trativancorc Int. 

41. State prcctsely what is meant by the law of incrcastn^ returns. To 
what type of industry docs it apply and under what conditions ? (1943) 

Others 

42. State precisely, thr laws of increasing and diminishing rcttirns and 

^plajn the circumstances under which their operation may be \Nifhheld or post- 
poned. (Delhi, I. A., 1916) 

43. New countries, extensive cultivation, increasing return', tld countries, 

intensive cultivation, diminishing return. Explain. (Delhi, L A,, 1935) 

44. ^ Explain the Law of Diminishing Returns. Indicate hoxv an increase of 

popbVation in an old and backward agricultural country is likely to affect the 

following ; (a) rent of land, {b) incon)C per head. (Ddhi, I. A., 1941) 

45. Carefully explain ihe Law of Dim)n)5hing Rcturrs. Show that this Law 

operates in all branches of indusiry but that its influence is more evident and 
pronounced in the exlracti-’e industries or wherever the influence cf Nature is 
permanent. (Delhi, L A , 1933) 

46. State and explain the Law of Diminishing Returns as applicable to pro* 

duction. (Delhi, 1. A., 1930) 

47. Explain the Law of Diminishing Returns with reference to agricultural 
7and« (Bombay, 1. A., 1940) 



CHAPTER 27 

GIFTS OF NATURE OR LAND 

Much of the economy of society depends on the limited quantity which 
some of the important natural agents exist, and more particularly land.— J.J. Mill. 

§ 1. MEANING OF ‘LAND* 

Definition of Land 

The term Land, according to dictionary, means the surface of 
the ground. In Economics, however, it is used in a wider sense to 
signify all the gifts of Nature, the surface of the ground being one 
of them. It includes : 

(1) the surface of the ground on which we live and move 
about ; 

(2) the water covering that surface, e. g., rivers and oceans ; 

(3) the minerals hidden below the surface, like coal, gold, etc. ; 
and 

(4) air, heat, light and rainfall. 

Soil and sub-soil on Avhicli crops grow, topographical construc- 
tion, geographical location, climatic conditions, navigable water- 
tvays, waterfalls, wands, vegetable and animal resources, fisheries 
and mines, and natural harbours, are all included under Land. In 
other words, the term Land signifies the surface of the earth and 
the materials above and beneath it. As Alarshall aptly observes, 
“By land is meant not merely land in the strict sense of the word 
but whole of the materials and the forces which Nature gives freely 
for man’s and in land and w'ater, in air, light and hcat.”^ 

Land, Nature, and Gifts of Nature 

It will probably be felt by the reader that the use of the term 
Land in this wide sense is somew’hat confusing and misleading, 
especially to a beginner. If he comes across this term in a book 
on Economics, he may take it in the literal sense to mean the 
surface of the earth, whereas itmay actually signify much more than 
that. To avoid this possibility of confusion, some economists have 
begun to use the expression Gifts of Kaiure in place of Land. 
The term Gifts of /^''ature describes the scope and meaning of this 
factor of production quite comprehensively and is definitely superior 
to land. There are some writers who also use the term Naltire 


IMavtball, Principles cf Eccncnirs. 

14 



210 


INTRODUCTION TO ECONOMICS 


for Land J but since J\fa(un is a word having various shades of mean- 
ing, Its use is not very advisable. 

In the following pages, however, wc have made use of the term. 
Land in preference to Gifts of J^alure which is probably the best 
name that can be given to this factor, because through long usage 
come to occupy a unique position in economic literature 
and has been used by most^ economists. It is, therefore, necessary 
that students should be familiar with its use in the economic scnsc- 
Moreover, as Professor Ely observes, what belongs to externa? 
nature, it is with land that we have principally to do in Political 
Economy' \ This lends further support to the use of the term 
Land. 

§ 2. CHARACTERISTICS OF LAND 


Land has certain distinctive characteristics which can he easily 
pointed out : 

(1) Fixity in Quantity,. Land is fixed in quantity and cannot 
be increased. The area of India is 1*2 crorc square miles 
and cannot be increased. If a mine has one million tons of iron, 
it cannot be made to yield two million tons. Howsoever wc may 
want abundant sunshine or rain, wc must be content with what 
reaches us by natural processes. Sometimes the available land 
can be increased by such means as filling in swamps or by making 
terraces on the mountains. But this is simply a case of the con- 
versions of potential land into effective land and not an increase 
of total land. This characteristic of fixity in quantity is not shared 
by other factors of production, all of which can be increased or 
decreased. 


(2) Land is Not Produced. Land is a gift of Nature and is not 
produced by men. As such, so far as society is concerned, land 
has no cost of production and, therefore, no value ; but so far ns 
individuals arc concerned, land does have value and is purchared 
and sold like any other commodity- 


(3) Passivity. Land is a passive factor of production. It docs 
not take an active part in the process of production but is iUclf 
acted upon by men and machinery. ^In production man is the 
directing, active agent ; Nature the obedient, passive agency. 


(4) Varjinjy Suitability. All land is not equally suitable for all 
purposes. The land in the heart of a city in suited to the construe* 
tion of buildings ;a damp plot lying about in a village h suifccl t'> 
the growth of cotton or sugarcane or jute ; whereas acornpar.itivelv 
dry land with cold climate'is meant for wheat. 


(5) EJfictof ly):ction. The value of land is governed, to a t!re\t 
extent bv its Icrcthn, and by the means of communication bstwern 
it and other lands. Lands nearer to town? fetch hhdicr rent? th.vo 
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those farther away. The value of labour and capital is also 
affected by distance, but not to the same extent.^ 

§ 3 . FUNCTION OF LAND IN PRODUCTION 

Land is a primary and indispensable factor of production ; 
without land no production is possible. However man may CNcrt 
himsclL even with the aid of all the machinery and skill that he 
can gather, he can produce nothing unless there island to which 
his efforts can be applied. It is land from and out of which we 
obtain the numerous commodities and forces which make our 
life complete. From the soil we get the foodstuffs which keep us 
alive, and the agricultural raw materials which feed the manufac- 
turing industries. Mines similarly provide us with valuable raw 
material like iron, coal, copper and others which arc worked upon 
in the factories and converted into useful articles ministering to 
varying human wants. Forests, again, afford timber ; and oceans 
fish. Even such natural forces as water and electricity arc harnessed 
by human beings for the production of wealth. It is on the surface 
of land that all our transport lines run ; and even in the air we 
move about in aeroplanes.^ The function of land in production 
is, therefore, supreme. The importance of land can be well 
appreciated from the fact that all the rich countries of the world 
arc the ones which have been endowed with plentiful gifts of 
Nature.^ If U- S. A. is the wealthiest country, it is because she 
has cnorirous agricultural, mineral and industrial resources. The 
same truth applies with full force to Great Britain, Germany, Japan 
and others. India is unfortunately a country which is very poor 
in spite of its being liberally endowed with gifts ol Nature, because 
the latter are not systematically exploited to maximum advantage. 
It is, however, hoped that with the passage of time this unfortunate 
feature of our economy will be corrected. 


2Studcnts may find two ot})cr cliaractcnstics mentioned in the boohs. They 
arc : (1) Land is permanent. It docs not wear out. This is, howe%’cr. true of 
the area of land surface and not of its fertility or otlicr gifts of Nature. (2) The 
location of land is fixed. This again is true of land surface alone. 

3Thc chief ways in which land helps in production arc as follows : (I) It 
affords svl>port for man and the buildings erected on it. (2) Its fxier.sitn permits 
the movement of men and goods from place to place. (3) Its fcrJinn^ 

mountains aid rivers, etc., aid in many tva^’S. (4) It supplies the TnrJerrcIs, 
vegetable and animal, from which all commodities arc made, (5) Each portion 
of it enjoys its share of summer’s heat and winter’s cold, air, sunfhine and rain, 
without which no form of life could long eonlinuc on the earth. Sec Seaecr 

•5 The countries of the world mo*t favoured by nature ..arc evidently 

those whose soils bring forth the most common necessaries of life of the !>est 
r^uality and in the largest quantity. In these countries rhe manufacturing po\vcr 
, specially prospers, by means of which the nation attains to the highest dc'^rcc 
of mental and rocial development and of pciitical opwer.— List. 77:r c? 

JxcficT.ci Errr.rrr.y, p.l3U • » j 
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§ 4 . EFFlClESCy OF LAND 

Efficiency of busiacss unit, we have seen, depends upon the 
efficiency of each factor of production it makes use of. As land 
is a very important factor of production, its efficiency is a funda- 
mental necessity for securing the efficiency of entire productive 
process. By efficiency of land is meant its suitability for the pur- 
pose to which it is put. Efficiency is measured by productivity* 
Other things remaining the same, the land which yields 
output is more efficient than the one which yields Ips output. The 
efficiency of land depends upon the following conditions : 

(1) Natural Conditions. Natural conditions, to a large extent, 

determine the efficiency of land. Of these conditions, the character 
of the soil, the climate and the sub-soil water are the most nnpor 
tant. Some of these factors can be controlled by human beings. 
The character of soil, for instance, can bcpartially changed throug i 
fertilising, irrigation and otherwise* The climate cannot )C c lang 
cd, but can be modified through afforestation, construction of 
houses and use of humidifiers. The deficiency of sub-soil Nsatcr 
can also be made good through artificial • 

such eases the results are achieved through the 

labour and capital to land and cannot be reckoned as f<iaturc s 

bounty. , 

(2) The Organising Abililj. The efficiency of land ^j'^o dcpcncis 
upoVthc manner in which it is used 

and the way in which other factors of production arc com 

( 3 ) External Conditions. Then there are 

working from without which also / ^ 'i ‘.:a. , mentis of 

Nearness to the market, the existence of cheap < 1 ■ 

transport and suoh other factors fall c’iiictacy " 

conditions arc very important m octcrmi g :,,(.fnc;rnt tod.av 
otherwise of land. It may be that a plot of land is 

because it is far removed from cfjicicnl ; hat 

transport joining it with them .are not a ^qu. • developed 

if after .4mclimc the tncans of tr.ansport rWe so i d P ^ 

that the land is practically drawn to the markets, it may s,.ci 

xicquirc efficiency, 

§ 5. r.XTENSlVr. AND INTTN-SUT CULTIVATION 

u;r,;s^.rAsl^ 


plot , 

increase the output, i 

In tbc former method, the area of cultivation ,'^y 

an me hh Vnov/n as extcuiive culti— 

extemive than before j hence n nnu-a 
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In the latter case, the same plot of land is operated upon by more 
labour and capital than before ; in other words, cultivation be- 
comes intensive. This method of cultivation is, therefore, known as 
intensive cultivation.® 

A cultivator wishing to increase his output may follow either 
of these two methods ; but which method he should select out of 
these two, is more or less a question of cost. If he finds that 
additional produce can be raised more cheaply by following exten- 
sive cultivation than by following intensive cultivation, he will 
adopt the former method. If, on the other hand, intensive culti- 
vation seems to be the cheaper method, he w'ill naturally adopt 
it. In case land is so plentiful that it can be had at a nominal cost 
w'hilc labour and capital are comparatively dear, extensive culti- 
vation will be the cheaper method for the obtainment of increased 
output. The progress of all the countries of the world shows that 
in early times whenever men left the necessity of increased agricul- 
tural output for supporting increasing population, they resorted 
to extensive cultivation because land was obtainable in those times 
merely for the asking. In America the early settlers followed the 
w'astcful process of cultivating a plot of land to be readily abandon- 
ed, soon as its yield deteriorated in favour of a new and virgin land. 
This method was condemned as “earth butchery,” and was an 
extreme example of careless extensive cultivation. But if the land 
is rare due to pressure of population while labour and capiial arc 
comparatively cheap, intensive cultivation is preferred to extensive 
cultivation. In recent times population has tremendously increased 
and land values have sprung up sky-high, with the result that 
intensive cultivation has made rapid progress in almost all the 
countries of the world. In Denmark and Holland in particular, 
where population is very dense in comparison to the area available, 
highly intensive cultivation has to be practised. In the most thickly 
populated countries of the world, namely, India and China, intensive 
cultivation though so far held in check by ignorance and poverty, 
is becoming common. 

It must not, however, be supposed that a country cither follows 
intensive method or extensive method. That is not so. .As a 
matter of fact, extensive and intensive cultivation go side by side 
in a country' for a certain length of time ; and while afterwards 
intensive cultivation may become the more important method, 
extensive cultivation lingers on for considerable period and it is 
rare that it entirely vanishes. The application of intensive method 
depends mainly upon (t) increasing population and (t’l) technical 


5It may be rcpc.aicd 'here that all the faciors of production are, r-f course, 
increared wlirn increased output has to be obtained. But in cstentive cuhivation, 
it is ciuefly land which is increased, other factors arc increased much Jets tJj.': 
proportionately. In tlic cate of in'rn'ive cul’i-.-aticn, on ihe other hand, Isn 
remains fAcd in quantity wjiile other factors arc incre.u-ed. 
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improvement. In the earliest stage of habitation, population is 
‘Small and technical knowledge limited , hence extensive method 
is adopted. But as population increases, intensive cultivation 
becomes growingly necessary and improvements in technique make 
its adoption possible. At this stage intensive cultivation begins 
to get popular. In certain cases cultivation may be very backward 
so that they cannot adopt intensive cultivation. This is the case, 
for instance, in India. In such a case the speed at which intensive 
cultivation is adopted will be slow. Nevertheless, the tendency 
is towards a greater adoption of intensive cultivation ; and this 
tendency gets stronger- as population increases further and techni- 
cal improvements arc adopted on a wide scale. And, indeed, we 
can think of a country where everybody adopts the intensive 
methods. But this is perhaps an imaginary case as much remote 
from existing reality as a country which follows only extensive 
method. In most of the countries today intensive and extensive methods 
generally go hand in hand. 

The Nature of Cultivation in India. 

India is a country whose population is increasing at a terrific 
rate. Between 1921 and 1931 it increased by more than 5 crores 
and almost an equal increase has been recorded between 1931 and 
1941. This increasing population has long led to the cultivation 
of the entire cultivable land ; and further increase in the output of 
agricultural stuffs has been obtained through intensive cultivation. 

Another cause of intensive cultivation, besides the pressure of 
population, is the decay of old handicrafts of India. Due to this 
decay many of the old artisans and craftsmen lost their old jobs 
and fell back upon agriculture, there being no other occupation 
in the country which could absprb them. 

Finally, the means of transport and communication have^ so 
much developed that the distance between Indian fields and foreign 
, markets has been effectively shortened Indian agricultural produce 
<5 can now be sold at handsome prices in foreign markets.^ The lure 
of money has driven our cultivators to increase production, which 
necessity has been satisfied through intensive cultivation, in the 
absence of free land. 

But the process of intensive cultivation has not been carried on 
smoothly and uninterruptedly. Several difficulties and obstacles^ have 
checked this process, the more important of which are mentioned 
below : 

(fl) Ignorance and conservatism of Indian cultivators are said 
to be the principal obstacles in the way. Our cultivators, in many 
cases, do not know the importance of intensive cultivation ; and 
even if they know, they do not practise it because it was not 
practised by their ancestors. 
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This allegation is correct so far as it goes ; but it is often over- 
emphasised. Those who have been in contact with the Indian 
cultivator know fully well that he is very shrewd in business matters 
an d can easily grasp the suggestions likely to benefit him ; but he 
docs not vvant to dabble in uncertain and untested directions pointed 
out in an official and unsympathetic manner. 

{b) Some obstacle is also due to the ignorance of the demonstra- 
tors and propagandists of the right and persuasive method o( 
handling cultivators. Generally, they behave like officials and do 
not create a friendly atmosphere around them in which confidence 
finds an easy growth, and persuasion to follow the indicated path 
never falls flat; 

(c) Much of the difficulty is the result of the extreme poverty 
of the cultivators who cannot afford to risk money in costly sugges- 
tions or what appears to them experimental measures. 

{d) The smallness and scatteredness of agricultural holdings is 
also an argument against intensive cultivation. For it is not profit 
able to Iiavc machinery or other improved implements when the 
holdings arc tiny and lie scattered in still smaller patches of land. 

(e) Sometimes the absence of proper irrigation facilities becomes 
so important that intensive cultivation cannot be depended upon 
to increase output. For in such a case, if the monsoons happen to 
be unfavourable, the application of increased labour and capita! 
may go to waste. The risk becomes so large that cultivators do not 
think it worth their while to undertake it. 

(/) Even if cultivators arc able to produce increased output 
through intensive cultivation, the difficulties of adequate finance 
and proper marketing often prevent them from taking advantage 
of this capacity. 


TEST QUESTIONS 

1. Define land. What arc its characteristics ? 

2. “Land is permanent. It docs not wear out.” Judj^c the validity of this 
statement by taking diflTcrent examples of land testing whether they arc permanent 
or not. 

3. What is the role which land plays in the act of production ? Can pro- 
duction be carried on without the aid of land ? 

4 . What do you mean by the cfiicicncy of land and how it Is measured ? 
On what factors docs it depend ? 

5. \Vlial do YOU mean bv extensive and intensive cultivation ? Exnlain 

fully. ' ' ^ 

6. \Vhat u-pc of culii\*ation is being followed in India at the present 
moment ? What are the reasons leading to the progress of intensive cultivation 
and what arc the hindrances, if any, to sudi a development ? 

EXAMINATION QUESTIONS 


U. P. Int. Arts, 

Explain the meaninc of the term /erref in Economics. How does land ciffc 
from other factors of production ? {LA., 1942). 
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2» In \vbat respect is ‘land* fundamentally difTerent from the other factory- 
of production ? How does this affect the law of supply in production ? (L A., 
1930, 1939). 

TJ. P,. Int. Com. 

3. What is meant by ‘Land’ in Economics ? How does it fundamentaliy- 
differ from other factors of production ? (1950) 

4. What are the main characteristics' of land which affect production T 
State and explain them. (I. Com., 1945). 

U. P- Inter. Atg. 

5. What is land ? What are the characteristics of land in the United 
Provinces. (1950) 

Raj, Int. Com. 

6. What are factors that affect the product Vity of agricultural lands ? Give 
illustrations from India, (1947) 

7. Define land ? What are the factors that affect the productive efficiency of 
agricultural land ? (1946) 

Nagpur Inter. Arts 

8. What arc the peculiarities of land r'? Kow do they affect the production 

from land ? What factors determine the productivity of land ? (1948) 

Sagar Inter. Arts 

9. Write note on the ‘peculiarities of land’ ? (1948) 

Sagar Int. Com. 

10. Define ‘Production’ and ‘Land.. Enumerate the services which ‘land’ 
renders to ‘production’. (1948) 

Eanaras Int. Com. 4 

11. What do you understand by ‘land’ ? Explain the factors that affect the 
productive efficiency of land. (1949) 



CHAPTER 28 

NATURE’S GIFTS TO INDIA : PHYSICAL 
ENVIRONMENT 

Poverty in England or America or Germany is a question of distribution of 
wealth, in India it is a question of its production — Loveday. 

We shall now make a survey of the natural resources of our 
country. Nature has, indeed, been very bountiful in her gifts to 
India. This country has varying climates and different types of soil 
so that almost all the agricultural commodities are produced 
within her borders. Her mineral resources are equally enormous. 
She abounds in iron, coal' and copper while other minerals and 
metals are also procurable in varying quantities. Indian forests 
provide considerable timber and other minor products. Her 
fisheries, though still not much developed, arc capable of enormous 
exploitation. India is indeed one of the three countries of the 
world, the others being U.S.A. and Russia, which can build up a 
self-sufficient economy. It is mainly due to the plcntifulness of land 
or gifts of Nature in India, and the consequent material richness 
based thereon, that she was at one time called ‘the fairest jewel in 
the crown of the British Empire.” 

The gifts which Nature has bestowed upon India arc so impor- 
tant in the economic life of the country that a special study must 
be made of them. We may begin vvith a short account of the 
physical environment, to be followed by forest and mineral wealth, 
agricultural wealth, and irrigation and power resources. On 
August 15, 1947, India was divided into India and Pakistan. We 
have discussed the New India in this book. 

The ph^'sical environment for India can be studied under four 
headings : 

1. The Geographical Limits and Location. 

2. The Geological Structure (Soil.) 

3. The Climate. 

4. The Flora and the Fauna. 

§ I . THE GEOGRAPHICAL LIMITS AND POSfTION OF INDIA 

India extends from 8° latitute to 37° latitude north ofthes 
equator. In size it is roughly 1,20,00,000 square" miles. It is 
slightly less than Europe minm Russia in area and is ten times ns 
large as the _ United Kingdom. One sixth of the population of the 
world lives in India. 

The boundarv’ of the country is vcr\’ definite. Its northern 
boundary is constituted by the mighty Himalayas which have the 
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•distinction of being the highest mountains in the world and which 
iTcmain clad with snow for the most part of the year. Mountains 



Fig. 29 

'.also extend on the north-eastern and north-western sides of the 
country. These mountain ranges do not allow the movement ^ of 
men and material from outside to India or from India to outside 
'except through a few small passes. Just as the northern side of the 
country is protected by mountain ranges, similarly the western, 
eastern and southern sides are surrounded by water. On the eastern 
'Side is the Bay of Bengal ; and on the western, the Arabian Sea ; 
while to the south flows the mighty Indian Ocean. The coastline 
measures about 6,000 miles. It is not broken, and is, more or less, 
straight. There are few navigable estuaries and good ports. 
‘Calcutta, Madras, Bombay and Vizagapatam are the only ports 
of any consequence. What wonder, then, if Indians arc not sea- 
minded and do not turn out good sailors ? But this pitiable state 
of affairs is making our countrymen realise the necessity of deve- 
loping themselves into a seafaring nation ; while the * past history 
•of the country, when she was one of the leading maritime nations 
of the world, has kindled in them the desire to achieve the ; 
•past glory. 

The geographical position of India is very favourable for inter- 
national trade, placed as she is in the very centre of the eastern 
‘hemisphere. She has, indeed, splendid commercial relations with 
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the rest of the world. In exploiting this advantage of location at 
the present moment, she is much handicapped by the absence of 
her own mercantile marine. If this obstacle is removed in course 
•of time, as the recent trend of events holds promise for, India is sure 
to emerge as a leading commercial country of the world. 

§ 2. THE GEOT.OGICAL STRUCTURE OF INDIA (SOIL) 

The geological history of this country provides an interesting 
reading. About a thousand years ago India was not exactly what 
she is today. She was connected with Africa by land and the sea 
covered the areas now called Rajputana and the Punjab. As time 
rolled on, severe, volcanic eruptions and other geological changes 
took place which gave to India her present geological shape. 

Soils of India 

In the geology of a country, nothing is so important as compo- 
sition of its soils Soils play a fundamental and dominating role 
in the economy of our country, which is prepondcratingly agricul- 
tural. The success or failure of agriculture depends upon the suit- 
ability' or otherwise of the soil. India is fortunately' gifted- with 
rich soils. It is on the whole dry and yields good produce only if 
adequate water is available either through natural rainfall or 
through artificial irrigation. 

The soils of India can be divided into the following classes : 

(1) The Alluvial Soil ; 

(2) The Trap Soil ; 

t3) The Black Cotton Soil ; and 

(4) The Crystalline Soil 

(1) The Alluvial Soil. The most extensive and agriculturally 
•the most important soil of the country is the alluvial soil. Its com- 
position and characteristics are not fixed ; on the contrary, they 
show noteworthy diversity. In the northern parts of the country, 
the soil is porous and dry ; in west Bengal, it becomes compact and 
moist ; while in Peninsular India, it is very compact and wet — it 
is in fact clayey and dark in colour. It spreads over the East 
Punjab, U. P., Rajputana, West Bengal, Assam and Gujrat. It 
is also found in some parts of Madras and of Peninsular India as 
well. The alluvial soil contains plenty of phospheric acid, potash, 
lime and magnesia and can very well bear rebi and kharif crops. ■ 

(2) The Trap Soil. The next important variety of soil is the trap 
soil. \Vhcn the trap soil is found on the uplands and the slopes of 
the hills, it is usually porous and light .and yields poor crops. In 
the lowlands, however, it is thicker and drier and capable of yield- 
ing hc.avy produce. It is found in the whole of the Deccan and the 
considerable parts of C. P., Kathiawar and Hyderabad. It can 
grow cotton, wheat, millets and pulses very well. 
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' Cotton Soil. The black cotton soil covers consider-^ 

^le P^rts of Southern India. Bombay^ Berar, Hyderabad, 
C. P. and Central India are the chief tracts where it is found. 

This soil IS black in colour and is best suited to the growth of 

cotton ; hcr^e the name, the black cotton soil. This soil is very 
compact and clayey. It can retain ample moisture, it is also very 
rich in chemicals and is supremely fertile. Besides being extremely 
fit for the growth of cotton, it is also capable of producing wheat 
and millets* Generally tabi crops .grow very well in it. 

(4) TheCiysialhnc SotJ^ The remaining parts of the country 
have crystalline soil. C. P. Orissa, Chhota Nagpur, Sonthal, 

West Bengal and U. P. are the most important parts of the 

country where it is found. It differs widely in physical and chemi- 
cal properties. On the uplands it is usually infertile, but in low- 
lands, where it becomes brownish loam, it is fairly fertile and 
produces various crops of which rice is the most important. 

Soil Erosion 

Xhc chief problems connected with soil are those of soil erosion 
and soil exhaustion. The removal of the fine particles of soil by 
rain water or wind is called soil erosion. Soil erosion is chiefly 
caused by rainfall. If the rainfall is heavy, it washes away the 
upper particles of the soil which are soft, loose and productive* 
It, therefore, does considerable damage to the productivity of the 
soil. This type of erosion is known as sheet erosion. When the rain 
falls in torrents, the water runs off into streams and cuts deep into 
the land and creates deep pits called ravines. Soil, thus, becomes 
practically unfit for cultivation. Such erosion is known as gully 
erosion. 

Soil erosion has done much damage in India. Erosion caused 
by torrential rainfall has been, in particular, very harmful. In a 
large part of Behar and on either banks of the Junina and the 
Chambal, vast tracts have been rendered unfit for cultivation by 
this evil factor. This problem has long been neglected in this 
country, but it has now begun to attract attention. Some measures 
have also been adopted to check it. 

Soil Exhaustion 

Another soil problem in our country is that of soil exhaustion- 
The loss of fertility by the soil due to overcropping is known as so 
exhaustion. It is caused by the raising of heavy crops one after the 
other without allowing it any rest or applying to it fertilisers and 
manures. This is an important reason why the yield per acre is 
very low in India and compares unfavourably with that of other 
countries of the world. Rightly the Indian cultivators find that the 
soil is not as fertile today as it was in the past. Increasing popula- 
tion and continued peace have permitted land no rest, and fertility 
exhausted by continued cultivation has not been restored to the soil 
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l)y the use of rich manures. This problem is causing anxiety to the 
■thinkers and agricultural experts of our country, though much hsis 
not been done to remove this shortcoming^. 


§ 3. CLIMATE OF INDIA 

After studying the geographical location and geological structure 
•of our country, we come to the study of her climate. If you look 
at a map of India, you will find that she extends from 8° to 37° 
north of the equator. The Tropic of Cancer cuts it into two parts, 
■viz., the Northern India and the Peninsular India. The Northern 
India has temperate climate. The rigour of cold and heat and the 
humidity of the atmosphere vary from state to state. As a general 
rule, thenorthern and western parts have rigorous climatic conditions; 
■and as we move eastwards, they tend to become moderate. Thus the 
Punjab is very cold in winter season and very hot in the summer 
season but as we move towards Bengal and Assam, winters tend to 
become mild and summers moderately warm. Similarly Rajputana 
and the Punjab have dry climate but in Assam and Bengal the 
atmosphere is moist. The mountainous and hilly tracts in the 
Northern India enjoy cold winters and refreshing and delightfully 
•cool summers. 

The Peninsular India falls in the equatorial zone. It generally 
remains hot throughout the year; the difference in temperature 
during the winter and the summer months is very small. The coastal 
regions, of course, enjoy equable climate. 

Effects of Climate on the Economy of the Country 

The climate of a country plays an important role in determining 
'the character of its economic life. In Book I we had the occasion 
to show the relationship between economic and geographic conditions, 
which finds best illustration in the effects of climate on the economy 
of a country. We shall discuss this subject below with special 
reference to India : 

(1) The occupations of the people arc determined by climate. In 
our country the available moisture and heat make her best fitted 
for agriculture. This is an important reason why India is predo- 
minantly agricultural. 

_ (2) The diversity of climates causes a diversity in vegetable, 
mineral and animal products and makes life rich, varied and 
delightful. In India, for instance, grow all the vcsetable products 
from the wheat of the Punjab to tlic rice of Bengal and the 
cocoanuts of the coastal areas. We also possess the various minerals 
from the salt range of the Punjab to the coal and iron fields of 


1 For the controversv whether 'the fertility of Indian soil has 
not, the reader it referred ta R. C. Datta, cn High Prica. 


deteriorated or 



222 


INTRODUCTION TO ECONOMICS 


Bengal, Behar and Orissa and the gold .fields of Mysore. All sorts, 
of animals arc also to be seen here, from the* Kashmir hilhshecp to 
the Rajputana camel and Bengal tiger. Such diversity of climate has- 
fitted India pre-eminently for economic self-sufficiency. 

(3) Climate also determines the efficiency of the people, since 
it influences their physical constitution and working capacity. In 
colder climates people tend to become sturdy, healthy and painstak- 
ing, while the hotter climates tend to make them weak and dull. 

F or instance, a Bengali who lives in hot and moist climate is weaker 
than a Nepali who lives in cold climate. 

(4) ^ Climate affects not only the body but also the mind. People 
living in hot climates cannot do very hard brain work, at least not 
for long periods, as compared to those living in cold climates. It . 
is maintained by experts that a temperature of 60° F is ideal for 
manual work and that of 30° F for mental work, 

(5) Climate also determines the dress of the people. In cold 
regions people wear woollen and tight clothes, while in hot regions 
loose cotton or silk clothes are generally put on. This factor has 
repercussion on the standard of living and efficiency of the people, 

(6) Climate also affects the nature of shelter and building and 
the planning of cities and roads. In the warmer tracts of our 
country, a courtyard or angan is considered to be an absolute 
necessity in the house, but it loses much of its importance in cold 
climates. Climate also determines the type of colours which are 
preferred. In hot climate, where plenty of sunshine is available, 
bright colours are liked most; but in cold and cloudy tracts, light 
and plain colours are usually in fashion. 

It is apparent from the above that the influence of climate on 
the economic conditions of a country is very fundamental. There 
is indeed much truth in the suggestion that the civilization itself is a 
product of climate. 


§ 4. RAINFALL 

Rainfall is one of the two important factors which go to determine 
the climate of a country, the other being temperature. The rainfall 
in India is brought about by the monsoons. It is concentrated in. 
a few months, mainly July, August and September. It is not evenly 
spread and is uncertain in points of quantity and time. Sometimes 
it falls in torrents and at others it is entirely absent ; while periodic 
fluctuations are frequently noticeable. 

Most of the rainfall in th’s country occurs during the summer 
months when the sun is north of equator. Due to the position of 
the sun, air lying over the landmass of India becomes hot and 
light and rises up. At the time, the pressure of air in the southern 
oceans increases because the sun is far distant from from it. Since 
airflows from a region of high pressure to the region of low pressure, 
a wind sets in from southern oceans towards the landmass of India. 
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It travels thousands of miles over the sea and absorbs enormous 
quantity of moisture in the way. When it strikes against the 
mountains, it gives off its moisture which comes down in the form, 
of rains. As this wind blows in summer, it is known as the summer 
monsoon. It has two branches ; the Arabian Sea branch and the 
Bay of Bengal branch. 

The Arabian Sea Branch. The Arabian Sea branch of the monsoon 
comes rushing up from south-west and strikes aoaint the Western. 
Ghats where the rainfall is heavy. It also ascends upwards and 
causes rainfull in other parts of the country. On an average it 
gives about 130 inches of rainfall. This rain falls in June, July, 
August and September. 

The Bay of Bengal Branch. The Bay of Bengal branch of the 
summer monsoon rises laden with moisture and faces the eastern 
range of mountains causing hca\'y rainfall there. The rainfall at 
Gherapunji is the highest, being 480 inches on an average ; it was- 
morc than 800 inches in 1861. This monsoon also rises upwards 
till it is obstructed by the mighty Himalayas and gives rain to the 
most fertile and the most densely populated part of the country, pic. 
the Ganges Valley. 



Fig. 29. Showing the Rainfall. 

'rhe Arabian Sea branch and the Bay of Bengal branch of the 
summer monsoon give 90 per cent of the total yearly rainfall to 
the country'. Their importance to the prosperity of India can, 
therefore, be e.isily appreciated. 
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Solhc of the rainfall is also caused during the winter by what 
known as the ^ winter monsoon. The summer monsoon, as we 
have seen, blows till September, the sun tends to move to the south 
of the equator. Consequently there is a rise in the atmospheric 
pressure in the Northern India ; and a corresponding decline in 
the atmospheric pressure in the Southern India. As a result of this 
change, the Bengal branch of the summer monsoons fails to 
penetrate into the high pressure regions and takes its turn towards 
the south. It blows along the western coast and strikes against 
the southern end of the Peninsula, thus giving rain to the districts 
north and south of Madras. 

§ 5. THE FLORA AND THE FAUNA 

The geographical, and climatic conditions determine the vege- 
table and animal life (the flora and the fauna) of a country. In 
India these conditions are so briskly varying that her vegetable and 
animal life is extremely rich. In India we find the tropical pro- 
ducts like rice, coffee, sugarcane, jute and bananas ; the sub- 
tropical products like cotton, tobacco, opium and tea, and the 
temperate products like wheat, maize, barley and potatoes. 

The animals found in the country are of numerous species. The 
^bullocks and the buffaloes are the most important of these and are 
•employed for ploughing the fields, for carrying loads and for draw- 
ing water. The cows and she-buffaloes are not less important since 
they provide milk and ghee which are largely consumed in the 
^country. Then there are animals like the sheep, ^ the goat, the 
donkey and the camel which have their respective spheres of 
usefulness. 


§ 6. GEOGRAPHICAL DIVISIONS OF INDIA 

From the geographical point of view, India can be divided into 
the following four broad divisions : 

(1) The Himalayan Region ; 

(2) The Indo-Gangetic Plain ; 
f (3) The Deccan Plateau ; and 

(4) The Coastal Strips. 

The Himalayan Region 

The Himalayan Region comprises the northern mountainous 
tracts of the country. On the northen side we have Zozrla pass which 
5s an outlet from Kashmir ; and Sfaipki pass is an outlet from 
East Punjab. 

The Himalayas arc the chief point of attraction of this gcogja- 
•phical division. They have the reputation of being the loftiest 
mountains in the world, and play an important part in determining 
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the economic conditions of the country, as they regulate the rains, 
the winds, the heat, the cold and the moisture, and ^through them 
the supply of foodstuffs and raw materials. Their chief advantages 
arc the following : 

(1) They stop the monsoons which rush northwards from the 
Bay of Bengal and 'Arabian Sea and thus cause rain which is the 
life-blood of Indian agriculture. If the moisture docs not fall as 
rain, it gets frozen into snow and then descends in glaciers, feeding 
the rivers throughout the year. 

(2) Moreover, they stop the cold winds coming from the 
Tibetan tableland from entering into India and thus save her from 
a calamity which might have otherwise made this country a dreary 
land. 

(3) From the Himalayas flow the most important rivers of the 
country, the Indus, the Ganges and others, which arc perennially 
fed by the snow-clad mountains. Much of the agricultural impor- 
tance of India depends upon these rivers. 

(4) In the lap of Himalayas arc also found a large number of 
water-falls which can be harnessed for the generation of electric 
power and the industrial development of the country. 

(.5) The forests covering the southern slopes of the Himalaj'as 
retain much of the rain-water among the network of their toots 
and their floor of dead leaves, by preventing too rapid a surface 
flow. Throughout the dry season, this w’atcr slowly trickles down 
and saves our rivers from absolutely drying up. The Himalayas, 
therefore, store and regulate the supply of water to the plains in an 
equable flow all the year round." 

(6) Xhe Himalayas arc responsible in various ways for giving 
to the country the brisk variety of climates which leads to the 
growth of almost all the cereals, fibres and beverages. 

(7) The Him,alayas arc so definitely invulnerable that they 
protect India from a northern invasion, thus guaranteeing peace 
and law and order, which arc so important for economic progress. 

(8) Finally, they provide healthy summer resorts and beautiful 
scenery which arc valuable national assets. 

The Himalayan region is not economically much developed. 
This is primarily due to the absence of adequate and efficient 
means of tr.ansport and communication. On the whole the rceion 
is self-sufficient, producing as it docs almost all of its requirements 
except salt and petroleum. 

Therc^ arc a number of valleys in this region which arc 
situated in ram-shadow areas and where agriculture is successfully 


2 Sisrkar, Ecer.^rrJc rf Bri/hh /oi-c. 

15 
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carried bn. In the eastern part water is plentiful and citrus fruits 
Me letnons and oranges are grown. The western part, on the bther 
hand, is dry and here deciduous fruits like chestnut and apple 
are grown. ■ 

• This region is very rich in forests. The rnost important trees 
found here are the pine, oak and sal* However^ these forests remain 
largely unexploited because they are situated in the regions which 
pannot be easily reached, the means of transport and communi- 
cation being very poor. At present they are exploited only for their 
products like kaththa and turpentine. 

The Himalayan region consists of valuable pasture land where 
sheep and goats graze and produce abundant wool. Some mineials, 
including gold, are also found here. 

The Gangetic Plain 

The second geographical division of India is the Gangetic 
Plain. This stretches from the Vindhyas in the south to the nor- 
thern mountain ranges. It consists of very large plains, traversed 
by several rivers, which enrich it by the fertile alluvial soil washed 
down by them, A group of rivers (with Indus as the principal 
river,) flow in the Punjab (India), Another group of several large 
rivers including the Ganges and the Jumna pass through the U.P., 
Bihar and Bengal* The most important river of the region is the 
Ganges, and^ therefore, it is called the Gangetic Plain. 

These rivers are economically very important. (1 ) They have 
covered the entire land with soft, deep and fertile alluvial soil. 
Thus they have given to this region the enviable fertility for which 
it is known throughout the world. (2) These rivers are the perc- 
nial source of water and have provided marvellous irrigation 
facilities. (3) They also shift their bed from time to time and have 
created an undulating table land. They arc generally called *‘the 
land-makers.” (4) Finally, they are navigable to a certain extent 
and have made some contribution to the removal of the economic 
isolation of this region. 

Thus these rivers are economically very advantageous. But 
they are not large and deep and do not allow big steamers to ply 
throughout or through a large part of their course. And as their 
course is rapidly changing, trade centres do not develop on their 
banks. 

On account of its large rivers and fertile soil this plain became 
the home of Aryan civilisation and the birth-place of religions and 
empires ; and is today reckoned as one of the most important agri- 
cultural regions in the world. All kinds of cereals, like wheat and 
rice of raw materials like cotton and jute, of beverages like tea and 
-coffee grow here. It is also rapidly becoming an industrial region. 
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Abundant raw materials, cheap and plentiful labour, and extensive 
marlcets for the products, are valuable assets for industrial 
growth. 

The Deccan Plateau 

To the south of the Vindhyas is situated the Deccan Plateau 
which looks like a triangle. The Vindhya range is its base, the 
Cape Comorin is its apex and the Eastern and Western Ghats arc 
its sides. This tract is a table and and has average height of about 
1,500 feet. This is indeed the oldest part of the country. It con- 
sists of many valleys through which several rivers flow. The Maha- 
nadi, the Godavari, the Krishna and the Kaveri flow towards the 
East, and the Narbada and the Tapti towards the West. These 
rivers are not good for navigation since they arc vex'y rapid, have 
several falls and rocky beds." 

In this region large varieties of soil c.xist, from the fertile and 
moist black cotton soil to the dry and barren deserts. The rainlall 
is little and uncertain and the entire region is subject to famines. 
The plateau is well knovsm for its forests, cocoanut palms and 
cinchona trees. Sugarcane, oil- seeds, millets and tobacco grow 
fairly tvell in the entire region. Madras grows rice and the 
southern parts grow tea and coffee. Coffee is, however, the most 
valuable crop. 

The Coastal Strips 

Besides these three important parts of the country, there arc coas- 
tal fringes along the eastern and western coasts The coastal strip 
lying between the Bay of Bengal and the Deccan Plateau is known 
as the East Coast or the Karomandal Coast. The strip lying 
between the Arabian Sea and the Deccan Plateau is known as the 
Western Coast or the Malabar Coast. The Karomandal Coast is 
more extensive than the Malabar Coast. These coastal strips 
possess alluvial soil and arc very fertile. They do not have any 
mountains or rocks. 

TIic western coast is known for cocoanut trees, cotton and 
sp'ces like pepper and cardimums. The cclcberated Ilroach Cotton 
which is the best in India grows in this region. The most impor- 
tant crop on the Eastern Go.ast is the rice. Cotton and sugarcane 
are also grown while groundnut and jute arc becoming rapidly 
popular. Hydro-electricity is being generated on an increasing 
scale and efforts are being made to develop the v.arious industries 
as well. 


2 The Deccan ri\-ers, like most rivers in pLatcau regions, flow in deep corges 
and arc, therefore, of little value for cither irrigation or communication and it will 
be seen that tl;crc is no totm of any size or importance on any of the Deccaa 
river*. — Thunton, Eccr.crr.k Gtc^nphjf. 



248 


INTRODUCTION TO ECONOMICS 


TEST QUESTIONS 

1. Describe the geographical limits and location of India. 

2. Write an essay on the ** Soils of India.** 

3. Explain the climate of India and describe her flora and fauna. 

4. How is rainfall caused in India ? What arc its characteristics ? 

5. Describe the geographical divisions of India. 

6. What is the economic significance of the Himalayas ? 

7. What are the advantages and shortcomings of the Gangetic Plain rivers ?. 

EXAMINATION QUESTIONS 

U. P., Int. Arts. 

1. Give an account of the soils and climate of India and explain their effects 
on the economy of the country. (I. A,, (1933) 

2. Describe the characteristic soil and climatic conditions of the Uttar 
Pradesh. How do these effect the economy of the State. (I. A., 1929) 

Rajputana Board, Int. Arts 

3. Explain fully the ways in which monsoons affect the economic well- 
being of the people of India. (I. A., 193 7) 

4. What are monsoons ? How do they arise ? Explain the economic effects 
of the monsoons in India. (1. A., 1935) 

Nagpur Int. Com. ' 

5. Enumerate the soils that are found in India and point out their economic 
importance . (1946) 

Other Examining Bodies 

6. Discuss the relation between the economic and geographical conditions 
of a country. (Delhi, I. A., 1937) 

7. Write an essay on the Soils of India. (B. H. U., I. A., 1933, 1931) 
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THE FOREST AND MINERAL WEALTH OF INDIA 


In the matter of mining, metallurgy and metal manufacture, as in other res- 
pects, India was for centuries self-supporting and in advance of other countiics. 
Her comparative insignificance in this respect at the present day, is due to her 
failure to advance with the western world in the adopiion of scientific methods, the 
use of improved machinery and the organisation of industry on a large scale— 
V. G. Kalt. 


§ I . FORESTS 

A valuable gift which Nature has given to India is her forest 
wealth. Forests arc the natural vegetation of a country. Originally 
a large part of the earth was covered by them, but as population 
increased, they were gradually cleared to make room for human 
habitation. The history of our country shows how land was at one 
time covered with thick primeval forests and was gradually won 
over to cultivation. In the Gangetic Plain, for instance, practically 
no forests arc left, though in the hilly tracts and sparsely populated 
regions, they still c.\ist. Approximately one-fourth of the total 
area of our country is clad with forests, and their economic pos- 
sibilities arc great. 

Indian Forests 

Indian forests can be divided into several groups. The more 
important varieties arc the following : 

(1) the Tidal Forests ; (2) the Evergreen Forests 

(3) the Monsoon Forests *, and (4) the Mountain Forests. 

(1) Tidal Forests. Tidal Forests (which arc shown in the map on 
the nc.xt page in solid black) arc found on the sea coasts, near the 
tidal creaks and in the deltas of the rivers. 

(2) Evtrpcer. Forests. Evergreen Forests (which have been 
shown in the map wdth vertical lines) exist where the rainfall is 
very heavy. Naturally they arc found on the \Vcstcrn Ghats and 
in the Himalayan region. The wood of these trees is verv hard 
They have not been subjected to commercial exploitation 'to anv 
considerable extent. 

(3) Monsoon Forests, ^^onsoon Forests (shown with slanting 
lines in the mnp} nrc found in tHc reii^ons wberc the rninTnll is not 
vcryhe.avy. They cover the Deccan Plateau and North-eastern 
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India. They grow well during the Monsoon, when the precipita- 
tion is heavy, and protect themselves against evaporation during 
hot season by dropping down their leaves.^ The teak and the sal, 
which are the most important trees in India, are of the monsoon 
variety. Their value can be realised from the fact that the Govern- 
ment have classed them as ^reserved' with a view to check their in- 
discriminate cutting. 



Fig. 33 

(4) Mountain Forests, In the mountainous regions are found 
the mountain forests {shown in the map with horizontal lines) 
which are evergreen. Some of these trees, like the oak, have broad 
leaves ; while others, like the pine, have conical leaves. The moun- 
tainous forests abound in the Himalayan region. 

Economic Importance of Forests 

Forests are of profound economic significance and^ richly con- 
tribute to the national wealth and welfacc. To the agriculturists, 
they promise rains ; to the Government, revenue ; to industries, 
raw materials ; and to the villagers, fuel and pasture lands. Their 
advantages arc both direct and indirect. 

Direct Advantages, The direct advantages of forests ntc io be 
found in the various major and minor products which they yield. 

IE%*aporation takes place through leaves ; so that if the leaves arc droppei 
by a tree, cv^aponition will no longer take place. , 
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The major products are the timber^ fuel and fodder. Forests 
yield hard and soft wood, ' the former being utilised for making 
strong things like warships, and the latter, for the preparation of 
the articles of daily use. The supply of f^uel is probably of even 
greater importance for our country which is primarily agricultural. 
In the absence of wood-fuel, cultivators burn cowdung which could 
be better used as valuable manure. It has been aptly remarked 
that with the burning of cowdung, Indian cultivators are burning 
their prosperity. At present the fuel supply of our forests is not 
well organised. The forests also supply fodder for animals. It has 
been calculated that on an average 14 million animals graze each 
year in the forests of India. Baled grass is also obtained 
from them, which is fit for being transported to the needy areas, 
and proves very helpful during the famines. 

The minor products are the raw materials for various indus- 
tries, which the forests yield. Our forests produce bamboo, bhabar 
and sabdi grasses wnich are used tor the manufacture of paper. 
The pine resin which is utilized in the manufacture of shellac, 
shop oil cloth and gramophone records, is also found here. Tur- 
pentine which is used in varnishes and paints is another valuable 
raw material. 

Indited Advantages. The indirect advantages of forests arc of 
far greater importance than their direct adv^antages. 

(1) Forests transpire large quantities of moisture which brings 
down the temperature of the atmosphere. The climate is thus made 
equable. Again, when the waterladen winds pass through the cold 
atmosphere overhanging the forests, they get cooler and give off 
water, thus causing rainfall. 

(2) By creating the vegetable mould and dropping their leaves 
containing food materials, which are mixed up with the soil in the 
course of time, they enrich the soil with fertility. 

(3) They check strong winds, thus saving many tracts from 
the danger of violent air currents. 

(4) Forests regulate the supply of water, reduce the violence 
of floods and make the flow of water in rivers continuous. 

(5) They provide beautiful scenery and develop an aesthetic 
sense among the people of the country, besides helping in its 
defence. 

Forest Administration 

The advantages of forests arc so fundamental and far-rcachin" 
that the Governments of the various countries look upon them as 
valuable national as-cts and Lake special care in their preservation 
Forests arc administered by Go'vernmcnts with the main object of 
the prevention of reckless cutting of the foresti, scientific sy* 
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of sylviculture and afforestation. At one time the State in India 
paid.no attention to the forests which were left entirely to the mercy 
of the villagers and primitive tribes. But during the last 70 years 
or so, the State has taken them under its own control and much 
attention has been paid towards their conservation and proper ex- 
ploitation, The general forest policy of the Government of India 
was definitely laid down in 1894 when the Indian forests were di- 
vided into the following four groups : 

L Forests the preservation of which is essential for climatic 
and physical reasons. 

2. Forests which afford a supply of valuable timbers for 
commercial purposes. 

3. Minor forests containing inferior kinds of timber and man- 
aged for the production of wood, fodder, grazing and other produce 
for local consumption. 

4. Pasture lands which are not forests as such, but only grazing 
grounds. 

Steps have been taken by our Government to Save the forests 
from the evil of indiscriminate and reckless cutting, and to improve 
their yielding capacity. These attempts have been fairly successful. 

Backwardness of our Forest Industry 

The forest industry of our country is very backward. This can 
be well appreciated from the fact that the Government revenue 
from Indian forests is only Rs* 5 crores per annum while in 
Germany, which has a much smaller forest area, it is almost 9 times 
as much. 

The causes of backwardness are several. Consumers, in general, 
arc not aware of the value, properties and utilities of timbers of all 
kinds. The Government have so far paid attention to the preserva- 
tion of forests rather than to their proper exploitation. Much of 
the backwardness must be attributed to the poverty of the means of 
transport and communication : tramways and roadways arc little 
developed. Moreover, the system of sylviculture is backward and 
afforestation is fairly absent. The complaint is often made that 
the forest service is poorly staffed and the commercial side is 
generally overlooked. 

All these defects must be removed if our forest industry is to 
achieve the proud place it deserves. Through the development of 
means of communication, in production of scientific sylviculture and 
afforestation, and improvement in the forest service, much can be 
done. The Royal Commission on Agriculture recommended the 
appointment of Foiest Utilization Officers in the various states, 
who should be entrusted with the duty of proper utilization of 

forests. 
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A closer contact between the Forest and Agricultural Depart- 
ments was also recommended. It was suggested that forests should 
be classified into major and minor divisions, the former consisting 
of the commercial forests and the latter of fuel wood and pastures 
which should be transferred to the control of the village panchayats. 
Agricultural colleges, it was hinted, should institute courses in 
forestry for the training of new officers. 

§ 2. MINERAL WEALTH 

Of equally great, or perhaps of greater, economic importance 
arc the mineral resources of a country, which arc entering more 
and more into the modern industrial life and even the 
domestic lives of the people. The modern industrial progress is 
fundamentally based on machinery and power which are produced 
from iron and coal respectively, the two most important minerals. 
Our country is quite rich in various minerals. Minerals arc as- 
sociated with old rocks. Naturally, therefore, the Peninsular India, 
which has the oldest rocks in the country, abounds in them ; while 
the Northern India, which is fairly young, is poor in this respect. 

Coal 

Goal is the most important mineral in this country. The annual 
output of coal is about 20 million tons. It is, of course, nothing in 
comparison to the output of Great Britain, which comes to 500 mil* 
lion tons per annum ; but excluding Great Britain, India is the 
largest producer of coal in the British Commonwealth. 

Indian coal comes almost entirely from the system of rocks 
known as the Gondwana System. It extends over the Peninsular 
India including Bengal and Bihar. Jharia is the most important 
coal area, producing, as it doe.s, 50 per cent of the entire coal 
output of the country. Raniganj coal-field comes next in impor- 
tance, adding another 25 per cent of coal. Then there are various 
minor coal-fields in Madhya Pradesh and Hyderabad. There is 
also the Tertiary System of rocks which produces 2 per cent of the 
total output of coal w'hich is found at its two extremities, c»c., 
Bengal and the Punjab. 

Goal-mining industry of India is not much developed and has 
to face a large number of obstacles. India has a hot climate which 
docs not favour underground work ; labour is not very efficient ; 
while coal-cutting machinery is in little use. Moreover, most of 
the coal is concentrated in Bengal and Bihar and has to be trans- 
ported over long distances before it reaches the centres of consump- 
tion, which increases the cost. It, therefore, finds it difficult to 
compete with the South African and Australian coal which finds its 
way in Indian markets. Indian coal-mining industry can develoo 
if railways consent to reduce freight on the carriage of coal, hs 
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imost of the Indian coal is soft, the popularity of soft coke in India 
ihomes can be depended upon to improve this industry. 



Fig. 32 

Iron Ore 

Fortunately India is extremely rich in iron ore. Our ore is not 
only enormous in quantity, but it is as rich in content as Nature 
ean provide. Orissa is the largest producer of iron ore. The 
district of Singbhum and the states of Mayurbhanj, Bonai and 
Keonjhar are well known for iron ore. In Orissa the ore need not 
be dug out ; it has simply to be collected from the surface. The 
next important state for iron ore is the Madhya Pradesh, where 
the districts of Balaghat, Durg and Chanda arc noteworthy. Ore 
is also found in Mysore, 

Indian ores acquire special importance due to the fact that the 
Indian deposits arc the only easily accessible rich ores in the whole 
of Asia, Iron ore cannot be economically exported in the raw 
state ; and is, therefore, turned into pig iron which is exported, 
Wc have been preparing pig iron at a competitive price. We arc 
the principal suppliers of pig iron to Japan ; while wc have caused 
alarm to America and United Kingdom by under-selling them in 
their own markets. 

petroleum 

Petroleum shares with coal the honour of supplying power to 
various industries. India is very poor in petrol. It is found only 
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at the two extremities of the Indian mainland, viz>, Burma and the 
North-West Frontier Province. Burma is now separated from India 
and the N.-W. F. P. petroleum has now gone to Pakistan, Now the 
only supplier is Assam where some oil is produced from Shale in Digboi, 
These deposits have been worked for a very long period and have 
now become exhausted. Oil rcfininG: is only imperfectly carried 
on in India and all the by-products are not obtained in the process. 

Manganese 

Manganese is used for the manufacture of high-speed steels. 
India was at a time the most important producer of manganese ; 
but since the inauguration of the Five Years’ Plans in Russia, she 
has been outstripped by that country. Manganese is produced in 
India chiefly in M. P., Balaghat and Nagpur being specially impor- 
tant for it, Bombay also produces manganese near Ratnagiri. 
Formerly we used to export manganese to the United States in 
large quantities, but now she draws her supplies from U. S. S. R. 
Our exports now go to the United Kingdom and France. 

Mica 

Mica is non-conductor of heat and electricity and is, therefore, 
utililized in the manufacture of electric materials. India is the 
largest producer of mica in the whole of the world. It is found 
chiefly in Bihar. Some blue mica is also produced in Travancore. 

Gold 

India produces about 5 per cent of the world’s output of gold. 
Almost the entire supply comes from the Kolar gold mines of 
Mysore. They have been wo-ked for a very long time ; and the 
metal has now to be mined from great depths. The output, how- 
ever, is small. 


TEST QUESTIONS 

1. What arc the forest resources of India ? Discuss the tyi>cs of Indian 
forests. 

2. Show the economic importance of forests. What is the object of forest 
admin i Sira tion ? 

3. Is Indian forest industry backward ? If so, why ? Can you suggest 
measures foi the improvement of th's induslr\’ ? 

4. Write an essay on the ^‘Mineral Resources of India.** 

EXAMINATION QUESTIONS , 

Ih Inter. Arts. 

1. Write a note on Mineral Resources cf Indi.a. (1950) 

2. Give a short account of India* mineral w-ealih, and discuts its imporfvT.ncc 
to the future economic development of the ccuntrs\ (1940) 

3. Write a short n-'tc on the mineral resources of India. {1947} 
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4. ‘‘The natural resources of India arc very great. What is required is- 
their proper consevation^ development and use.” Explain this statement, 
particularly with reference to water power, forest and minerals (L A- 1940) 

Rajputana, Inter. Arts. 

5. What is the importance of forests in the national economy of this 
country ? Describe the policy pursued by the Government to develop forests. 
(I. A., 1939) 

6. Describe the distribution of raw materials in the different parts of India 
and state their importance in the development of our industries. (I. A., 1932) 

Other Examining Bodies 

7. What arc the factors that lead to the economic prosperity of a country 
and how far arc they found in India ? (Delhi, I. A., 1928) 

8. Discuss the mineral resources of India, with special reference to coal 
and iron. (B. H. U.. I. A., 1938) ' 

9. Discuss how far the mineral resources of India arc adequate for the 
industrialization of the country. (B. H. U., I. A.. 1931) 



CHAPTER 30 


THE AGRICULTURAL WEALTH OF INDIA 


In quite phy'siocratic fashion the mass of Indian people attribute to the Moil 
•almost exclusive productive capacity, and other industries appear to them m mere 
•or less parasitical. This is but natural in a social economy in which agriculture 
•predominates and the deep attachment of the people to the soil is thus easily 
accounted for. — V, G- Kale. 


The geographical conditions have made India one of the most 
important agricultural countries of the ss'orld. India is mostly 
agricultural, three out of every four men being dependent upon 
agriculture for their livelihood. Every year, approximately 250 
million acres of land is cultivated. The value of the total agri- 
cultural produce comes to neatly 1,000 crores of rupees. The 
crops grown in India can be conveniently divided into : 

(1) Food crops, like wheat, rice, millets and pulses ; and 

(2) Non-food crops, including beverages like tea and coffee, 
and raw materials like cotton and jute. 

Food crops arc, howev'er, much more important than non-food 
•crops. About 80 per ccni of the total cultivated area (200 million 
acres) is given to the former and the remaining 20 per cent (50 
million acres) to the latter. 

From the point of view of seasonal growth, crops may be 
divided into rabi and khanf. The khdrif crop requires plenty of 
water and is sown in the beginning of the rainy season. It is ready 
in September, October and November. Rabi crop does not require 
much water, is sown in October and November, and is ready in 
March and April. 


§ I. FOOD cRors 

Indian agriculture, as said above, is mainly concerned with the 
production of various food crops. Rice and wheat arc the most 
important of these crops and arc followed by barley, maize, millets 
and pulses. Fruits and vegetables arc making slow but steady 
progress while sugarcane has carved out for itself an important 
position. 

Rice 

Rice occupies the biggest total area, about 60 million acres 
(28% of cultivated land) in a good year, vrith .an annual yield oV 
about 172 million tons. Over a great part of India rice is the 
principal food crop, but even with the comparatively large pro- 
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agricultural colleges and at the Imperial Research Institute with 
this object in view. The Government have appointed a standing 
committee to deal with the various wheat problems. Improved 
varieties of wheat are now grown and cover about 7 million acres 
of land. Success has also been achieved in grading of wheat, and 
Pusa 8, Lyallpur 5, and Kanpur 4 have become very popular. 

Since the opening of the Suez Canal, India had been exporting 
wheat to other countries of the world, but later on exports became 
very nominal, disappearing altogether more recently. As a result 
of Partition, large wheat-growing tracts have gone to Pakistan. 
Now we have to import wheat in large quantities to maintain our 
population. Efforts arc being made to produce all the wheat we 
require inside the country. 

Barley 

Barley, like wheat, is a winter crop and is grown along with it. 
It is a cheap grain and is largely consumed by the poor. It is, 
therefore, grown very extensively and is to be seen almost every- 
where. U. P., Bihar and Orissa are, however, the important barley 
regions. Barley is not much exported. 

Maize 

Maize or Makka is grow’n in warm and wet climate, just like 
rice. It is chiefly grown in Northern India, partieularly in U. P., 
Bihar and Orissa. It is used as a foodgrain and is consumed 
locally. 

Millets 

Millets constitute an important group of crops in the country 
and consist of several varieties. They are consumed by the poor 
people and the cattle. 

The most important millets arc the joar (Sorghum) and bajr£ 
or kambu (the Bulurch millet). Joar requires more fertile soil than 
bajra. Their production follows the quality of soil. As these grains 
ire very cheap, they are grown carelessly, often ^vithout manuring. 
Bombay, Madras and U. P. arc the chi;f regions of production. 
East Punjab grows bajra but not joar. On the other hand, joar 
grows well in M. P. where bajra is not produced. 

, Another millet, which is chiefly grown in the South (in Mysore, 
Hyderabad and Madras) is the fingcr-millci or ragi. It requires 
irrigation and is a dear crop. The poor look upon it as a ]u.xury. 

Pulses 

India has a great range of pulse crops. These pulse crops are 
important both from the point of %’iew of* husbandry and of nutri- 
tion. They arc an invaluable phase in many' rotations, helping to 
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ieep up the fertility of the soil, which purpose they also perform 
whra grown (as they often are) as mixed crops particularly with 
-millet, ripening and harvesting first. In the realm of nutrition they 
are sources of protein particularly necessary in a country where the 
bulk of the^ population is vegetarian. They are also important 
from the point of view of animal nutrition, to which they contri- 
bute in a variety of ways, r g,, by their seeds, by their husks and 
by the green parts of the plant. Their yield is fairly good. The 
‘Chief varieties of pulses arc cirbit and rAfl/ir, utd^ moong and tticisooT 
are less important varieties. 

Fruits and Vegetables 

The cultivation of fruits and vegetables is at present carelessly 
carried on in the country but the demand for them is increasing and 
scientific methods of cultivation are slowly becoming popular* 

Fruits. India produces a large variety of fruits of which bana- 
nas, guavas, pomegranates, jack fruits, melons and cccoanuts arc very 
common. The consumjution of fruits in this country is slowly but 
steadily increasing and some fruits like mangoes have begun to be 
exported. It is also being widely recognised that fruit culture is a 
successful remedy against the uneconomic nature of holdings. 
Helped by these tvvo factors, fruit industry is likely to make an 
advance in future ; but the varieties and the methods of cultiva ting 
fruits require considerable improvements. To these ends a good 
deal of effort is being devoted by Agricultural Departments and by 
the Indian Council of Agricultural Kescarch, the body which is 
charged with the task of stimulating, co-ordinating and helping to 
finance agriculture and animal husbandry research throughout 
India. 

Vegetables, The consumption of vegetables in India is very large. 
Vegetables arc grown in all the villages and in the suburbs of cities. 
They can be transported for sale over short distances but long dis- 
tance trade in vegetables has not yet made its appearance. Some 
well-known vegetables of the country arc potatoes, cauliflowers, 
tomatoes, cabbages, brinjals and peas. It is expected that with the 
development of rapid means of communicationand the introduction 
of cold storage, the cultivation of vegetables, as of fruits, wilUncrcasc. 

Spices 

The consumption of spices in India is very large, for Indians 
have a habit of taking spicy things. Turmeric and chillfcs arc 
found almost everywhere. Cardamums, pepper and ginger arc 
grown on the Malabar and Travancorc coasts. 

Sug:krcane 

India is one of the most important sugarc^mc-growing coun tries 
of the world. She is only next to Cuba in this respect. 
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Sugarcane is grown in fertile soil and requires high {empcraturc 
and fairly well distributed heavy rainfall. Artificial .irrigation is 
favourable to its growth. The most important region producing 
sugarcane in this country is the, U. P. The East Punjab, Bihar and 
West Bengal arc other important regions. 

Since the grant of protection to the Indian sugar industry in 
1932 and the consequent rapid advance of the same, the growth of 
sugarcane has been tremendously stimulated. Not only has the 
quantity of sugar gone up, but its quality has also been improved. 
About three-fourths of the total area under sugarcane is now devot- 
ed to the improved varieties. The improvement of sugarcane culti- 
vation, the study of its pests and diseases and the investigation 
of its physiology are being carried out at a chain of research 
stations throughout India, also at the Indian Agriculture Research 
Institute at New Delhi and its sub-stations, while the tcchological 
side is looked after by the Indian Institute of Sugar Technology at 
Kanpur. 

It is interesting to note that ohly 15 per cent of the total sugar- 
cane produced in the country is used in the sugar factories. About 
20 per cent of the sugarcane is devoted to chewing and other pur- 
poses. The remaining 65 per cent is conv^erted into gur which Is 
largely consumed by poor villagers. 

§ 2. NON-FOOD CROPS : BEVERAGES AND DRUGS 

The important beverages and drugs which grow in this country 
are tea, coffee, tobacco and opium. 

Tc-a 

India is the most important tea-producing country of the world. 
Tea is plucked from a shrub which grows in the subtropical climate. 
It requires heat and moisture for its growth. If some stagnant 
water accumulates in the soil, it injures the shrub. Hills arc, 
therefore, generally used for the grov. th of tea. A wcll-d rained 
light soil is ideal. Assam is the most important tea-growing 
state in India and is responsible for about one-half of the totcl out- 
put. Bengal is another important producer. Madras follows 
suit, though it is of secondary importance. 

The internal consumption of tea is rather little, so that most of 
the tea produced is available for export. India meets about 40 
per cent of the world demand for tea. United Kingdom is our 
best customer of tea. Of late, keen competition from Java and 
Sumatra has brought about a crisis in the industry' and over-pro- 
duction is common. To meet this problem, the industry has been 
following a policy of restricting the output associated wiUi a vigo- 
rous propaganda in favour of tc.v consumption with remarkable 
success. 

16 
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Coffee 

Coffee IS another sub-tropical crop. It requires for its growth 
moderate beat and equable temperature. It is, therefore, ideally 
grown in Southern India ; Mysore, Koorg and Travancorc being 
specially noted for it. India exports coffee in large quantities. It 
also imports it from Java and Ceylon, much of which is re-exported. 
Taking imports and re-exports into account, her internal consump- 
tion of coffee is very little. 

Tobacco 

9 

Tobacco is an important item in the consumption of the Indian 
people and grows luxuriantly in India. It is chiefly produced 
in Madras, West Bengal, Bihar and Orissa, while Gujrat and 
Bombay arc also noted for it. The harvesting season ranges from 
December to June — February, March and April being the common 
months for the rabi crop. 

The tobacco produced in the pountry is largely consumed inter- 
nally. It is used for smoking hukka^ while people take it with pan. 
The quality of Indian tobacco is poor. Efforts arc being made at 
the Agricultural Research Institute, Pusa, and elsewhere to grow 
improved varieties of tobacco such as may be used in cigars and 
cigarettes. 

Opium 

Opium is obtained from poppy seed. It is a decaying crop 
About 30 years back it was in fact the money crop. In 1911 (he 
Government of India concluded an agreement with China by which 
all exports to China were stopped. This fact, associated with the 
fall in the consumption internally, has ruined the industry. In 
India opium is grown under strict Government control in Bihar, 
U. P., Indore, Gwalior and Bhopal. 

§ 3. NON-FOOD CROPS ; RAW MATERIALS 

The important raw materials that arc produced in the country 
arc the cotton, jute, oil-seeds and indigo. 

Cotton 

Among purely commercial crops cotton holds the first place with 
an area of 12 million acres. Before Partition India ranked as the 
second cotton-growing country in the world, the U. S. A. holdinf; the 
first place. But much of cotton-growing area has now gone ovet to 
Pakistan. Whereas the annual output of cotton of undivided IndM 
was 35 lacs of bales, now after Partition it is only 24 Incs of hales. 
Cotton loves dr>' arras having lirilliant sunshine, irrigation facihtirs 
and warmth. In India it is grown chiefly in the black cotton sou 
whioli is responsible for 50 per cent of the total Indian produce. 
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Bombay, and M. P. are the most important states for cotton. The 
Punjab, Madras and U. P. arc also knoNsn for it. 

Indian cotton is known as the short- staple cotton. It is, as such, 
of poor quality and cannot produce fine cloth. Cotton in India is 
not only poor, but its yield per acre is also low. Efforts arc novv 
being made to improve its quality and output per acre. The Agri- 
cultural Department and the Indian Central Cotton Committee 
have done valuable work in this connection. At the instance of the 
above Committee several Cotton Acts have been passed with a view 
to check adulteration and improve the marketing facilities. 

Before Partition wc were important c.xportcrs of cotton. But 
now we have to import it from Pakistan, Egypt and U. S. A. 

Jute 

Before the partition of the country, India had the distinction 
of being the most important jute producer in the world. Jute re- 
quires for its growth damp and warm climate and rich, moist soil. 
The conditions were ideal for its growth in Bengal, and consequently 
Bengal had become the most important jute-producing province in 
the Undivided India. Of our total output of jute, 90% used to 
come from Bengal . and the remaining 10% from Bihar, Orissa and 
Assam, But as a result of Partition, most of the jute-growing area 
has gone over to Pakistan. Now India produces anually only 15 
lacs bales of raw jute (whereas Pakistan produces 65 lacs bales). 

Even before Partition, efforts were being made in Assam, etc., 
to increases the jute-growing area. After partition, even other 
states have begun to grow jute, among which Madras is fore- 
most. In 1948, jute was grown on about 20 lakhs acres of land, 
and the total output of jute went up to 20 lacs bales. But this 
quantity is very insufficient for our mills and we have to import 
large quantities of jute from Pakistan. Let us hope that efforts 
being made in our country to grow more jute arc crowned with 
success. 

Silk 

Another noteworthy product of India is silk. Silk worms live 
on the leaves of the mulberry trees. The latter grow in sub-tropical 
and temperate zones. In India silk is grown in Assam and Bengal 
and in some mountainous tracts. 

Oil-seeds 

Oil-seeds arc primarily the export crops, or the “cash crops”. 
They include groundnut, linseed, sesamum and mustard. Oil 
seed crops arc of a precarious nature and their price is very fluctuat- 
ing. In spite of these facts, however, oil-sccds arc \sidcly grown, 

Gromdr.'jf. Groundunl was not always growi in India and was 
introduced probably only some time b.ack. But it now occupies 
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^uite an important place in the agricultural economy of the country, 
its extension has been rapid and continuous especially since 1924. 
^ IS grown in the Southern India, mainly in Madras, Bombay and 
Hyderabad. The present war has hit the groundnut trade on 
'Hccount of loss of markets and prices have slumped in consequence. 

Linseed, Linseed is meant mainly for export. In the beginning 
of the present century India satisfied the entire world demand for 
linseed, but severe competition of other countries has contracted its 
foreign markets. The chief states for linseed arc Mudhya Pradesh 
U. P., Bihar and Orissa, though there is a good deal of cultivation 
scattered over other parts of India. In the Crop Planning 
Conference held in India in 1934 this was one of the few crops the 
expansion of which was definitely recommended, 

Sehamum, Sesamum grows in Peninsular India, Most of it is 
consumed locally, only 10 per cent of the total produce being ex- 
ported. 

Rape and Mustard, Rape, mustard and others, which co’nc under 
the class of cruciferous oil-seeds, are widely grown in Northern 
India where they form an important group of crops, A large por- 
tion of these seeds is crushed locally for home consumption, both in 
small village installations and also in modern factories. 

The Problem of the Exports of Oil-seeds, The question of the export 
of oil-seeds is an important problem in Indian Economics. If the 
Indian oil industry is developed, these seeds can be crushed inter- 
nally ; and we can thus obtain not only the oil but also the residue 
or the oil-cake which is a valuable manure. At present these seeds 
arc exported and we import in exchange only oil, the manure 
being lost by us. There is, indeed, a group of Indian economists 
who definitely advocate the prohibition of the export of oil-seeds. 

Indigo 

Indigo was a very important crop of the country some lime 
back. It was produced at that time in Madras, Bihar, Ori5sn, 
U. P., and the Punjab. The introduction of synthetic (aniline) 
dyes, which arc very cheap, has led to the neglect of plantation of 
indigo. Attempts arc being made to revive its cultivation, but the 
future of the industry is very uncertain. 

For special pfoMcms of Indian Agrictjluirc, please set: Chapfcf 
43, § I. More examination questions on ihc^c topics arc aho given at die end 
of that chapter. 


TFST QUr.‘/rONS 


1. NS'hai are the important fwl rrop^ f/ India ? detaHed 

more important 

2. Write short on rirr. cotr^sn. jutr and 
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3. What arc the important non-food crops falling under the group of beverage 
and drugs ? Discuss their growth and disposal* 

4. Write a short note on the agricultural raw materials grown in this country. 

EXAMINATION a^JESTIONS 


U, P. Int. Arts. 

K Write a short note on Intensive and Extensive Cultivation. (19*18, 1946) 

2. *Tntcnsivc and Extensive Cultivation go hand in hand in a countr>\" 
Elucidate this statement. (1945) 

3. Draw a map of India and show in it principal crops, minerals and manu- 
factures. (1941) 

Rajputana Int. Arts. 

4. Write note on Extensive and Intensive cultivation. (1949) 

5. What arc the main agricultural products of India ? Account for their 
geographical distribution. (1940) 

Nagpur Int. Arts. 

6. Write note on Intensive cultivation. (1949) 

7. Write note on (a) Intensive cultivatton and Extensive cultivation, (b) Food 
crops and cash crops, (c) Causes of Indian famines. (1947) 

8. Wl>at rc.nsons w^ uld you adduce to explain the low yields of Indian crops 
as compared with those of other countries ? (1915) 

Nagpur Im. Com. 

9. Write notes on : 

(a) Extensive and Intensive cultivadon, 

(b) Food crops and Cash crops. 

(c) Causes of Indian famine. (1947). 

(d) Famine Relief. (1946). 
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The main object of irrigation should always be birne in mind ; that is. Nature 
having withheld from .plants the moisture necessary to their growth, it becomes 
necessary to supply the omission. When that object has been attained, the work 
of the irrigator ends, and to continue farther would be detrimental to the soil, 
and injurious to plants instead of beneficial. — DM.Anderson* 

Adequate supply of water is a primary necessity for the success 
of agriculture. The importance of satisfactory rainfall in the 
highly agricultural economy of India can, therefore, be easily 
appreciated. But the rainfaJf in India is uncertain in volume, time 
and place ; and cannot support a regular and stable agricultural 
industry. Xo remove this shortcoming, artificial irrigation of fields 
has been practised by the people of the land from very ancient 
times and is today a common feature throughout the length and 
breadth of the country. The importance of irrigation is due to 
a variety of /actors : 

(1) Rainfall in India is confined only to three months and is 
badly distributed, besides being uncertain both with regard to time 
and place. There are, indeed, some areas of habitually deficient 
rainfall where cultivation is altogether impossible unless 
artificial irrigation is resorted to. Rajputana is a good example. 
Then, there are areas where rainfall is uncertain and which are, 
therefore, liable to famines. U. P., M. Central India and 
Madras are so liable, and are known as the areas in the famine 
zone. In all such tracts, irrigation has to be depended upon to 
save the people from disastrous famines when rains deceive them. 

(2) There are certain crops in the country which require a 
regular and abundant water supply. Such water requirements are 
not always provided by nature and have to be furnished by artificial 
irrigation. Rice and sugarcane, for instance, grow mainly through 
artificial irrigation. 

(3) Population of the country is fast increasing and the raising of 
the second or the winter crop has become essential. Winters being 
rainless in India, artificial irrigation has to be made use of. 

These are the various reasons tvhy irrigation has been a factor 
of enormous economic significance in the country from times im- 
memorial. 
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Irrigation Works in India 


If we draw a line from North to South of India 

lahabad, we will divide 


through 


AI- 

thc country 

into the western and eastern parts. 
Irrigation is important in the western 
part only and not so much in the 
eastern part. In the western India 
wherever \vatcr is deficient and big 
rivers are available, canals have been 
constructed and many more arc being 
projected and completed. But the 
construction of canals requires a mint 
of money and a regular supply of 
water: and where these conditions arc 
not satisfied, WkUs have been construct- 
ed. The initial and working expenses 
of the wells are much less than those 
of the canals. Where neither canals 
nor wells can be constructed, reservoirs 
or tanks have been made where water is stored up during the rainy 
season to be made use of according to necessity. Canals, wplls and 
tanks, then, are the most important irrigation works in India. The 
total irrigated land of the country comes to less than 60 million 
acres, i. c., about one-fifth of the total cultivated land of India. 



Fig. 37. Showinfj the relative 
imparlance of the various 
means of irrigation. 


Of this, canals irrigate 
sources 10%. 


55"c 


w 


ells 


25%, 


tanks 10%, and other 


§ 1. WELL IRRIGATION IN INDIA 

Well irrigation is important throughout India, but it is most 
important in the Q. P. where no less than over 1 1 lakh wells arc in 
use. Madras is the next important state with 6'5 lakh of wells. 
Punjab (I), Bombay, C. P., and Rajputana follow in order. 

Well irrigation is prevalent throughout the length and breadth 
of our country. Wells have been constructed wherever favourable 
conditions exist, i.r., wherever water table is high and the soil is 
soft. High water table is a distinct advantage since the well need 
not be deep in that case, and the cost of its construction is held in 
check at the same time. The labour ins’olved in drawing water 
need not be enormous. Soft soil allows the well to be dug easily 
and quickly. The alluvial soil is vcr\' good from these points of 
view ; it can be easily dug .and the wells made in it need not Ije deep. 
The black cotton soil possesses the ad%*antsge of being compact so 
that the wells dug in it do not require repairs for long. 

Almost ideal corditions for the construction of wells arc found 
in the Gangetic b.asin which is tlic most important well region 
of the country. The wcstc.m U.P., in particular, is very' well knov.-n 
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for it. The whole area from Banaras to Delhi is drilled like a sieve 
\Vith wells; The black cotton soil area is also ati important well 
region. Bihar and Assam have a fairly large number of wells. 

Weil Iririgatioti in U, P, 

Tube Wells. U. P. possesses the largest number of wells. In 
t'ceent times irrigation by wells has been greatly encouraged by the 
tube well system. Many existing wells have been improved by bor- 
ing tube wells of large capacity in which electric pumps have been 
installed ; and many new tube wells have been started. Tube-wells 
have been started in large numbers in U. P. because of at;tive State 
assistance. 

Ganges State Tube-well Scheme in U.P . — Under this scheme, attempt 
has been made to utilise underground water in Western U. P. to be 
utilised for a widespread system of irrigation by means of tube-wells. 
The districts traversed by the Ganges hydro-electric grid are very 
fertile. But the rivers in this area have only limited supply of 
water, so that canal irrigation is of no avail. Therefore irrigation 
can be provided only by wells; and that was the reason why the 
tube-wells scheme was launched upon in this region. The hydro- 
electric grid has been a very great advantage in this respect, because 
the tube-wells that have been set up here are operated by electricity. 
This scheme has provided over 1,500 tube- wells irrigating about 
7 lakhs acres of cultivable land. 

Future of Well Irrigation 

The future of well irrigation is very bright. The great advan- 
tage of wells is their cheapness so that they are within the means, 
of many cultivators. Particularly, the policy of State assist ance 
will surely be found very encouraging. The tube-well system is. 
very efficient and cheap and has a bright future. 

§ 2. TANK IRRIGATION 

In many places in India rain water is stored up in reservoirs or 

tanks; and is. later on distributed over the cultivated areas in the 

dry season. Tank irrigation has been in existence in the country 
from very ancient times. Tanks are very common in the Central 
and Southern India. In those tracts canals cannot be constructed, 
because the rivers found there are not perennial and become dry m 
summers ; while the numerous hills and rocks make the digging 
operation difficult, lengthy and costly. Even wells cannot be dug 
there because the soil is undulating or hard and the water tabic is 
low. Fortunately, the hilly and broken nature of the country 
makes the construction of tanks or reservoirs easy and possible. Many 
of the old tanks have been out of use for some time past ana are 
being silted up. Efforts should be made to remove the silt, to 
repair them and to make them fit for irrigation in every possible way* 
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§ 3. CANAL IRRIGATION 

The most important type of irrigation works in the country arc 
the canals. Canal construction requires enormous capital and is 
beyond the capacity of poor cultivators. The canals are, therefore, 
constructed and owned by the Government, The British Govern- 
ment were not the first to introduce canal irrigation in India for 
there are several ancient canals built by Hindu and Muslim rulers ; 
but British Government certainly laid special emphasis on canal 
irrigation with the result that India possesses today the most magni- 
ficent canal system in the world. The toial of the Indian canals is 
about 75,000 miles which is the largest figure in the world. 

Inundation and Perennial Canals. — According to their methods of 
construction, canals can be divided into inundation canals ^ and 
perennial canals. Inundation canals are drawn from the rivers 
without any dam. They do not get water unless the water 
level in the river reaches a certain height. They receive water only 
when the river is flooded and not when the water is comparatively 
little. The Punjab canals are mostly inundation canals. P crennial 
canals are taken from a river which keeps full of water 
throughout the year, by putting a barrage across it. Water can 
be diverted from the river to the canal under controlled condi- 
tions. • Perennial canals may receive plenty of water, even if the 
water levcHn the river is very low. The U. P. and some Punjab 
canals are of this type. 

Distribution of Canals 

Most of the canals of the country arc found in the U. P. and 
East Punjab. This is mainly due to the following favourable geo- 
graphical factors. 

(1) The Ganges and Indus together with their tributaries arc 
snow-fed rivers and remain full of water throughout the year. 
Thus they ensure a constant supply of water to the canals taken 
out of them. 

(2) The rivers in these regions arc ideally distributed. The 
Punjab rivers, for instance, arc spread like the fingers of an open 
hand ; consequently irrigation can be easily carried throughout the 
length and breadth of the state. Moreover, in these states 
the surface is flat and the soil is soft so that canals can be cons- 
tructed comparatively cheaply. 

(3) The alluvial soil, though thirsty, is very fertile and if water 
cm be brought to it, the cost of canals is soon repaid by the levy of 
water rates on commercial crops. 

The East Punjab Canals 

Car.c! Sjslern cf (ke Purjab.—'BctQrc Partition, the Punjab possesicd 
the best canal system in the whole of undivided India. 
the entire agriculture of this province was and is the g '*’ 
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-canal irrigation practised here. In the map (Fig. 38) given below 
.<have been shown the various canals of the province. 



As is clear from the map, the 
‘Canals of the undivided Punjab : 

1. Western Jumna Canal. 

2. The Sirhind Canal. 

3- The Upper Bari Doab Canal. 

4. The Lower Chenab Canal. 

5. The Lower Jhelum Canal. 

A The Upper Chenab Canal. 

6. B The Lower Bari Doab Catial. 

7. The Upper Jhelum Canal 


following were the important 


^ The Triple Project. 

J 


6 A, 6B and 7, t.e., the Upper Chenab Canal, the Lower Bari 
*Doab Canal and the Upper Jhelum Canal, arc. known together 
as the Triple Project. Jt is a brilliant feat of canal engineering skill. 
The Upper Chenab Canal (6A) takes water from the Chenab just 
at the foot of the Himalayas. It crosses the Ravi through an 
aqueduct and continues to flow further under the name of Lower 
Bari Doab Canal (6B). After the construction of these two canals 
it was found that very little water was left for the Lower Chenab 
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Canal (4). To feed the latter, the Upper Jhelum Canal (7) was 
■constructed which takes off water from the Jhelum and carrier it 
to the Ghenab. This water is poured into the Lower Chcnab 
Canal (4). 

Besides the above, the Sutlej Valley works were completed in 
the Punjab in 1932-33. The Government of India and the States 
of Bikaner and Bahawalpur are the co-partners in this project. Its 
cost has come to about 21 crores of rupees, out of which 9 crorcs 
have been provided by the Government of India. It irrigates five 
million acres of land. 

Canal System of Ihe East Punjab. After Partition, East Punjab has 
been left with the four following canals only ; 

(i) Western Jumna Canal — It was constructed in 1800 and 
gives water to Southern parts of the State. 

(it) Upper Bari Doab Canal — It was opened in 1860. This 
has been taken out of the Ravi and irrigates Amritsar 
and other districts. 

(n’t) Sirhind Canal — This canal was opened in 1838 and has 
been taken out of the Sutlej. It irrigates about 2 lac 
acres of land. 

- , (io) Sutlej Valley Works — ^We have already gwen above the 
details of this canal. 

The U. P. Canals 
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Main Canals. From the point of view of canals^ U. P. occupies* 
the first position in India. All ^ the canals in this state are pere» 
nial. Their distribution is shown in the map (Fig. 39.) The 
important canals arc the Eastern Jumna Canals (E. J. G.), the Agra 
Canals (A. G.), the Upper Ganges Canal (U. G. G.), the Lower 
Ganges Canal (L. G. C.), the Betwu Canal (near the Chenab) and 
the Sharda Canal joining the Gomti and the Gogra. 

Shatda Canal. The Sharda Canal was opened only in 1928 and 
is a work of the first magnitude. It has introduced irrigation in most 
of the districts of Oudh. About one million acres of land is ir- 
rigated^ by it, where sugarcane is mostly produced. It was com- 
pleted in 1930 and its cost has come to 10 crorcs of rupees. 

Canals in Madras 

The Southern India is, as a rule, poor in canals. The 
oldest and the largest canal*? of this part of the country are to be 
found in Madras. Some tidal canals have been constructed in 
the northern part of the state for famine relief. An impor- 
tant system is the Periyar Canal System. The Periynr is a small 
river which formerly flowed into the Arabian Sea, but now a tunnel 
has been built up which diverts its water to the eastern coast where 
it irrigates the district of Madura. About 10,00,000 acres of land 
are cultivated by it. The recent work, which was completed only 
in 1934, is the Kaveri Mertur Project. It has been constructed 
with a view to improve the existing fluctuating water supplies to 
the Kaveri Delta. 

Dams of Bombay 

There are two important dams in Bombay state : 

(1) Bhandardara Dam. This dam has the reputation of being the 
largest in India It takes the water of the tributary of the river 
Godavari and irrigates about 60,000 acres in the Ahmadnagar 
district. 

(2) Lloyd Dam. It is built on the tributary of the river Krishna 
and irrigates Poona and Sholapur districts. 

§ 4. FUTURE PROGRAMME 

The water resources of India are great and extensive. Only 
6% of the available resources have yet been exploited. The re- 
maining water of the rivers goes into the seas and is not put to 
any use inside the country. Often the river water causes floods 
and leads to considerable destruction of life and property. Hence 
efforts have recently been made to use such river water for irriga- 
tion purposes. Recently several new works have been started 
with this end in view. These new works have certain character- 
istics Firstly, they arc large-scale measures. Secondly, perennial 
%vater resources having all been tapped, attempts arc now being 
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made to collect rain water in a store so that it may be used later ac- 
cording to needs. Thirdly, new projects are multi-purpose projects 
-and they are meant not only to provide irrigation but also to generate 
electricity, prevent floods, provide places of recreation and enjoy- 
ment, etc. The more important of these are discussed below. 

Damodar Valley Project [Bengal and Bihar) — The Governments of 
Bengal and Bihar, with the active support of the Government of 
India, have taken up a new project which is known as 
Multipurpose Damodar ValUy Development Project. It is proposed to 
■construct dams across the Damodar Valley ; and the project will 
provide (i) flood control, (xi) water for irrigation and (Hi) hydro- 
electric power. This is why it is called “Multipurpose Develop- 
ment Project.” This move has been inspired by the T, V. A. 
(Tennessee Valley Authority) of the U. S. A. which has made what 
was once an arid waste a smiling region of fields and other eco- 
nomic pursuits. Anew body, D. V. A. (Damodar Valley Authority), 
has been set up to complete and administer this project. It will 
bring considerable benefits in its train. 

This project will provide irrigation water to about a lac acres 
of land throughout the year. At the same time, the scheme will 
rgeneratc hydro-electricity; and it will also prevent floods which 
used to visit the Damodar Valley. A sum of about 65 crorcs of 
rupees will be spent on this project. 

Bhakra-Nangal Project (East Punjab). — Under this scheme, a dam 
will be constructed on the river Sutlej in a village called Bhakra. 
Another dam will be built up about 8 miles aw.ay from Bhakra, 
•called Nangal Dam. By these measures, water will be stored up; 
and canals will be taken out of it. An area of about 35 acres 
will be irrigated by this project. A sum of Rs. 130 crorcs will be 
spent on this scheme. 

Kosi Project (Bihar and Nepal) — Under this scheme a dam, 750 
feet high, will be constructed in Nepal; and from it, two canals will 
be taken out which will provide water for irrigating land in Nepal and 
Bihar. This scheme will irrigate more than 20 lac acres of land. 
It is expected to cost about Rs. 100 crorcs. 

Hiralmd Project (Orissa) — This dam is being constructed on Maha- 
•nadi river at a place which is nine miles north of Sambalpur. .An 
are.a of about lilac acres of land could be irrigated when this 
project is ready and its cost is expected to be about Rs 50 crorcs. 

Rarnpadsagar Project (Madras) — ^This is the Largest multi-purpose 
project in Madras. The dam that is being constructed on 
the Godavari, will be the biggest in the world. Three canals 
will be taken out of it which together will irrigate about 23 lacs 
•acres of land. This scheme will t.akc 12 years to be complete and 
it js expected to cost about Rs. 90 crorcs. \Vhcn ready, the area 
that It will irrigate will produce about 10 lacs tons of rice, of the 
m.arkct value of Rs, 24 crorcs per vear. 



CHAPTER 32 

THE POWER RESOURCES OF INDIA 

Of the forces provided by Nature which man has used to assist him in his 
'productive efforts, one of the most widespread and one of the most useful is water- 
'power. But, strange to say, it is only within the last few years that there has been 
anything like area lattempt to conserve and to utilize the immense force which 
‘lies hidden in every stream and waterfall. — Penson. 

Just as irrigation is important for the success of agriculture, 
similarly power is necessary for the success of industrial develop- 
ment. Power really means force or energy ; but it has now come 
to signify such mechanical energy as may be used in driving machi- 
nery, Of the two fundamental essentials for the growth of industries, 
power is one, the other being raw materials. The gigantic machines 
of today, which cannot be operated by man and animal, are worked 
by power. The importance of power for modern industries can be 
well realised from the fact that the industries tend to concentrate 
or localise where power is available cheaply and easily. The supply 
of power is important not only for large-scale industries but also 
for cottage industries. In Germany, Japan, Switzerland and else- 
Avhere cheap electric power has enabled thousands of cottage 
workers to earn living in healthy and cheap surroundings amidst 
their wives and children. In agriculture, again, availability of 
power has led to the use of various machinery like elevators, tractors, 
•etc. In the field of transport, again, it is the power which pro- 
vides the motive force. To whatever economic aspect of life we 
may look, we will find that the role of power is supreme. 

In our country power resources are numerous. There is hardly 
any source of power which is not used in India. The chief sources 
are : (1 ) man ; (2) animal ; (3) wind; (4) wood fuel ; {5) coal; (6) oil; 
(7) water. 


§ 1. MAN, ANIMAt, COAL, ETC, 


Man Power 

Man himself is the source of power, though the power he is 
capable of supplying is not enormous. The man power of a country 
depends upon the quantity and quality of its population. The 
population of India is very large, but her people arc often weak ; 
in other words, man power of this country is quantitatively enor- 
mous but qualitatively poor. Our countrymen are so poor that 
they cannot get nourishing diet, healthy shelter and other urgent 
requirements of life, and are, therefore, physically ^ emaciated. 
They also fall an easy victim to various major and minor disease 
which weaken them still further. Physical weakness is associated 
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with mental poverty. If the people of this country arc not in a 
•position to feed themselves, they arc still less able to educate them- 
selves. Man power is, however, cheap because of large population 
and low standard of living, and will be displaced by machinery 
only with difficulty. 

Animal Power 

Animals arc also a source of power, and can do some works 
which arc beyond human capacity. Animal power is used on a 
large scale in India, In the agricultural economy of the country, 
•cattle play a very important part and are the main source of potver 
utilised in drawing water, ploughing holds, transporting commodi- 
ties, and in other spheres of Indian agriculture. We possess about 6 
crorcs of draught cattle which cultivate 30 crorc acres of land, 
irrigate it, thrash the produce and carry it to the market. Camels, 
donkeys and mules have also their own sphere of usefulness. 

The number of animals in this country is quite large, but their 
inefficiency is equally prominent. The Royal Commission on Agri- 
•culture reported that in whatever other respects Indian cattle may be 
deficient ; they are not deficient in numbers ! The causes of ineffici- 
ency of our animals arc various. The most important of them are 
the inadequacy of proper food supply, and the absence of proper 
care in breeding, housing and medical attendance. If attempts arc 
made to remove these shortcomings, the efficiency of our animals 
may improve significantly. 

Wind Power 

Besides man and animal, wind can also be used as motive power. 
Inhabitants of mountainous tracts often use it as such, while the 
•cultivators on the plains turn it to good account. In hilly regions 
wind-mills for grinding corn and lifting water arc generally seen. 
In the plains \s’C have the crude method of ss’innowing the grain 
whereby a man drops grain from above in a regular stream while 
the wind carries away the straw and other foreign matter mixed 
therewith. 

Wood Fuel 

Power is also generated by wood fuel. Indian forests arc full of 
•such w’ood, but these foresis arc not properly and fully exploited at 
present because of the absence of means of transport and com- 
munication and other difficulties noted in a previous chapter. 
Even if the means of transport arc provided, it is doubtful if wood 
fuel can supply all the power that is required by the country'. At 
present fuel is used mainly for domestic purposes. 

It was the reco^bmendation of the Industrial Commission that 
the method of wood distillation should be made popular because it 
■yields charcoal eis well as certain valuable by-products like alcohol 
and tvood-lar which can be sold at good prices thus bringing down 
die cost of production of charcoal. 

17 
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Coal Power 

^ Goal is a very valuable source of power. We have already des^ 
cribed the coal resources of this country in a previous chapter. 
The Indian coal is of poor quality and cannot be used in factories. 
Most of the Indian coal is, again, found in eastern India so that it 
becomes very costly in other parts of the country due to high trans- 
port cnarges. We cannot, therefore, depend upon our coal resources 
for the generation of any considerable amount of power at competi- 
tive price. 

Oil Power 

Power is also generated from oil. As already observed, the. oil 
resources of this couritry are very poor. Oil is fourtd only in Assam 
in very small quantities. It is of little importance from the point 
of view of power supply. 

§ 2. HYDRO-ELECTRIC POWER 

It is rather a drawback of our economy that all the above-men- 
tioned sources of power are inadequate for our purpose and cannot 
meet our demand completely. But this shortcoming is compensated 
by our resourcefulness in water power potentialities. Water can be 
' made to generate electricity which is known as hydro-electricity. 
Hydr(*-electric power can be transmitted over long distances and 
used according to necessity. It has made rapid strides in recent 
years so much so that the hydro-electric power resources ofa country 
may be taken as a good index of its industrial development, ^ The 
Hydrographic Survey of India, which was carried on according to 
the suggestion of the Industrial Commission, showed the vast pos- 
sibilities of the development of hydro-electric power in this country. 
According to the Central Electricity Commission Report (1950), 
India possesses resources to generate 25 million killowat of electri- 
city. In fact, India can become one of the leading countries in 
regard to electricity-generation. But at the present time, only 5 lacs 
kw. of electricity is produced in India each year,^ 

Hydro-electric power or water power has several advantages. 
Firstly, it is the cheapest form of power. Its cost of generation is 
75 per cent less than that of coal, fuel or oil. Secondly the *^tail 
water'* can be used for irrigation purposes. Finally, electric power 
can be cori^'niently, easily and cheaply carried from one place to 
another through insulating wires. 

It appears at the first sight that power schemes, pure and simple, 
should be generally difficult in India, Because i^ the power supply 
is to be continuous, the supply of rain should also be continuous, 
which is not the case in our country. In India the rainfall is 


I Central Electricity Commission, Planning for EUcMc Power Development m 
India, p. 6. 
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concentrated only during a small period of the year, while rivers with 
sufficient water throughout the year arc practically absent. This 
difficulty is, however, met by storing water for use during the dry 
season. Favourable sites for this exist in many parts of the moun- 
tainous and hilly regions where very heavy rainfall occurs. The 
progress already made in utilising such opportunities and the great 
facilities afforded by the clcetric transmission of power hold great 
promise for the future. Hydro-electric schemes can be easily asso- 
ciated with important irrigation projects, the water being first used 
to drive the turbines at the generating stations and then distributed 
over the fields for irrigation purposes. 

We shall now study the important hydro-electric works in this 
country. 

Mysore Hydro-electric Works 

The first important hydro -clectiic work constructed in the cast 
was that by the Mysore Government on the Kaveri river in 1902. Its 
main object was to supply power to Kolar gold-fields. The generat- 
ing station is Shivasundaram which is 2 miles distant from Kolar. 
This transmission line was for a pretty long time the longest line in 
Asia. The original plant did not have the capacity to generate the 
maximum possible electricity from the available ivatcr; but the new 
plant has got this capacity. But the consumption of electric power 
lias been constantly increasing in this region; hence the Mysore 
Government has constructed two more electric generating stations, 
one at Shimsa and the other at jog. These three generating plants 
are connected with each other. 

Kashmir Hydro-Electric Works 

The second hydro-electric work in India was constructed by the 
Kashmir Governmert. The generating station is near Barnmulla, on 
the river Jhelum. Baramulla now has electric light. From that 
place power is taken to Srinagar where the transmission line termi- 
nates in the State Silk Factory which takes current for driving 
machinery and for lighting and heating purposes. 

Bombay Hydro-Electric Works 

Tlie most important hydro-electric works in the Bombay Pre- 
sidency arc situated in the region of the Western Ghats which arc 
specially fitted for the generation of hydro-clcctricity. Messrs. 
Tata & Sons, Ltd., have started three “hydrcl” schemes i'n this area. 
The first scheme has been launched upon' by the Tata Hvdro-EIcctric 
Supply Company which w.as started in 1915. The iiydrcl v.orks 
arc situated at Lon.iwalla at the top of the Bohr Ghats. There 
are hakes in which the r.ain water is stored, to be taken ultimatelv 
to poivcr house at Khoprdi. 

The second scheme was embarked upon when later invest ieatio.n 
led to the discoi-cry of a site on th*c Andhra river where' water 
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could be generated. Messrs. Tata & Sons thereupon floated the 
Ancthra Valley Electric Supply Company in 1922 for the purpose* 

The latest scheme of the Tatas is located on the Nilamula river. 
The Tata Power Company was floated in 1927 and generated power 
along the lines similar to the Andhra Valley Scheme, The power 
IS transmitted to Bombay over a transmission line which is 80 miles 
long. The power is used to contribute to the supply of the two 
earlier companies, to mills, factories and railways. 

These three companies have been operating as one unit under 
one management. They supply the entire electric power required- 
by the tramways, mills, B. B, & C. L Ry. and G. I. P, Ry,, and by 
the private consumers in Poona, Thana, Kalyan and the Bombay 
suburbs. Power is supplied to mills, factories and railways at the 
low rate of two pice per unit, which is likely to go down still with 
an increase in consumption, 

Madras Hydro-Electric Works 

The Madras Government started the Pykara Hydro-Electric 
Scheme in 1929 and brought it to completion in 1932, The Pykara 
river supplies the water utilised for the generation of the power. 

Mettur Hydro-Electric Scheme is another work which deserves 
mention. It was constructed in 1936, The Mettur Dam is one of 
the largest structures of its kind in the world and can impound a 
total of about 100,000 million cubic feet of water. This storage is 
meant primarily for irrigation purposes, but is also used for the 
generation of hydro-electric power. 

The third scheme in Madras is the Papnasam Scheme which 
was opened in 1944, It supplies electric power from Papnasam 
to Tinnevelly and Madura where it joins the Pykara scheme, 

Hydrel Works in the U. P. 

The hydro-electric scheme recently completed in the U. P. is the 
hydro-electric grid scheme. The Upper Ganges Canal begins 
from Hard war and from Hardwar to Aligarh, it has 13 falls. With 
a view to generate electric power from these falls, seven electric 
works have been set up. Under this scheme, electricity is supplied 
to western districts of the U. P. (e, g., Saharanpur, Muzaffarnagar, 
Meerut, Aligarh, Hathrasi Agra, Etah, etc,). The special feature 
of this scheme is that it passes through rural areas and it supj)lies 
cheap electricity not only for lighting purposes but also for irriga- 
tion. Hundreds of tube-wells have been constructed in this area 
which arc operated by electricity and which have greatly benefited 
agriculture* 

Hydrel Works in the East Punjab 

In 1933 the Mandi Project in the East Punjab came in opera- 
tion. The snow-fed water of Uhl river is used for the generation of 
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power. The scheme has been formulated in three stages. The 
first stage produces about 50,000 horse-power from the ordi- 
nary discharge of water. The second stage involves the formul.a- 
tion of the storage and would double the power generated. In the 
third stage, the same water would provide an additional 54,000 
horse-power. 

Future of Hydto-elcctficity in India 

The hydrcl potentialities in our country arc not so great now as 
they were before the Partition, as many of our possible sources of 
power have gone over to Pakistan. But even then we have consi- 
derable water-power resources and they can be used to generate 
electric power in substantial volumes. In fact, since we have .at- 
tained freedom, our Government have paid much attention to this 
aspect of the matter and many new schemes of hydrcl generation 
have either been put under construction or arc under contempla- 
tion. On the pattern of the T. V. A. (Tennesse Valley Authority) 
of America, multi-purpose schemes have become very popular in 
India. Such schemes can at once generate electric power, provide 
water for irrigation, prevent floods, afford suitable sites for health 
resorts and sanatoria, etc. We have already discussed the more 
important of these projects irt Chapter 31. They arc as follows: — 

1. Damodar Valley Project (Bengal and Bihar). — It will generate 
about 30,000 kw. of electric power. • 

2. J\^ang^l Pjoject (East Punjab). — It is expected to generate 
about 200,000 kw. of electric power. 

3. Kosi Project (Bihar and Nepal). — It is hoped that it will 
produce 850,000 kw. each year. 

4. liirahud Project (Orissa) — It is hoped this will produce 
350,000 kw. per year. 

5. Ranipadsagar Project (Madras)— Is likely to generate 100,000 

k%v. of hydrcl poivcr each year. * ’ 

These schemes will supply electric power not only to our cities 
but .also to our rural areas. Besides them, special schemes which 
will supply power mainly to the villages are also under considera- 
tion. When all such schemes arc completed, the economic condi- 
tions of India will without doubt improve in a substantial measure. 
Economic Effects of Hydro-EIcctric Development 

The above account reveals what a great advance has been made 
in recent years in the development of hydro-clcctricitv in our 
country. This vital economic factor has influenced the economic 
development of the country to a considerable extent, and has con- 
tributed to the prosperity of agriculture and industries. Tne futu 
development of hydro-electric power may be depended * - 

bring .about similar salutary results. 
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Hydro-electric development is likely to be beneficial to bur agri 
culture.^ Cheap and efficient electric power can replace weak and 
inefficient cattle. Electric power can be made to lift water out of 
wells, thus making irrigation easy and cheap. Improvements df 
this type increase output on the one hand, and reduce the cost of 
production on the other- Agriculturists doubly benefit in this way. 
Some labour will, however, be displaced as a result of the introduc- 
tion of hydro-electricity, but it is believed that in the long run 
cultivators will be more than compensated for this immediate loss. 

Rural induslries are also likely to benefit immensely from the 
introduction of hydro-electric power. There are many industries 
which can be started in our villages hut have not yet been set up 
due to the absence of a satisfactory and cheap source of power. The 
supply of hydro-electric power is likely to bring such industries 
into existence. Cotton ginning, oil pressing, decortication of 
groundnut and other cottage industries may, for instance, come to 
life and provide subsidiary and alternative occupation to our culti- 
vators and other village-dwellers. The pressure of population.on 
soil may thus decrease. The growth of rural industries will lead to 
a decentralisation of industries in general and will thus reduce the 
congestion of industrial towns, , * 

Not only rural and cottage industries but large-scale iniustfies 
have immensely benefited and will benefit in future from the deve- 
lopment of hydro-electric power. Many of them could not have 
seen the light of the day without the assistance of the hydrel power, 
and several others could not have achieved that excellence in the 
quality of their produce which they have now done. 

TEST QUESTIONS 


1. What is the importance of power in the economy of a country ? Give an 
idea of the power resources of India ? 

2. Write a note on the man, animal and w»nd as power suppliers in India. 
What are their defects ? Can they render adequate help even if these shortcom- 
ings arc removed ? 

3. “Wood, coal and petroleum are found in India and can be made to gene- 
rate electricity.” Comment and expand the statement m its correct form. 

4. Why is hydro-electricity considered so important in the industrial life of a 
country ? Docs India possess abundant resources of fiydro-clcctriciiy ? 

5. WU>at arc the important hydro elect nc works in India ? Describe fully. 

6. What, in your opinion, have been, and will be, the economic consequence 
of the spread of hydro-cicctricity in India ? 

EXAMINATION QUESTIONS 


U. P., Inter. Arts 

I What arc the sources of power available in India ? In this connection, 
examine liic possibilities of hycJro-cIectric development. (1951. -iB), 
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2. What arc the chief sources of power in India ? Describe briefly the chief 
advantages of development of hydro-electric works in India. (1946). 

3. What is the present position with regard to the supply of industrial fuels 

in India ? What power resources promise good prospects of development in this 
country ? (1942) 

4. “I'hc natural resources of India arc very' great. What is chiefly required 
is their proper conservation, development and use.” Explain tliis statement* 
particularly with reference to water power, forests and minerals. (1940) 

Rajputana Inter. Arts. 

5. Discuss the principal power resources of India, and enlarge particularly 
upon the future possibilities of hydro-clcctricily. (1949, 1942) 

Banaras Inter Arts. 

G. Discuss the importance of Himala\ as in the economy of India. Examine 
the importance of water power in this connection. (1949) 

7. Discuss the principal power- resources of India and enlarge paiticularly 
upon the future possibilities of hydro-electricity (1917) 

Note.— The ^'Transport System of India*" is sometimes included in Pro- 
duction. We have, however, discussed it in Chapter 56 under Exchange 
{Book IV) to which a reference may be made. 
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- , production is that it leads to the satisfaction of utilities,. 

follows that any labour of effort that yields utilities is productive. The musician 
whose performance brings us pleasure does precisely the same sort of thing as the* 
flowers whose blossoms last for few hours. — Taussig, 

§ 1 . MEANING OF LABOUR 

The second factor of production is known as Labour, It is, like 
land, indispensable for production. No production, from the simple 
form of plucking fruits to the extremely complicated form of manu- 
facturing ears and aeroplanes, is possible without labour. You 
find labourers working in small workshop and in big factories, in 
fields and in business shops, on docks and at railway stations. 
Though in the present age, much of the human labour has been 
substituted by machinery, still some labour has to be used even in 
the most mechanized establishments. Machinery themselves have to 
be operated upon by human labour. 

The word labour is of common occurrence. In everyday speech 
it refers to the exertion involved in the performance of a work. 
The economic sense of the term labour is, however, not so wide. 
Firstly, it includes the work done by human beings^ only, and 
excludes the work done by animals. The bullock which draws a 
bullock cart, the dog which keeps a watch all through the night, 
and the donkey which carries the washerman’s load every day, all 
exert themselves but their exertion is not regarded as labour in 
Economics. 

Again, human effort of each and every kind is not ^labour/ 
Since Economics studies only those human activities which have 
relation to wealth, labour refers to only that form of human exertion which 
is und'f taken with a view to obtain wealth or to earn an economic reward. 
The exertion made without any economic motive but simply to 
derive pleasure or to perform some duty towards one’s relations or 
country, is not labour. When you play tennis in the evening, you 
certainly exert yourself ; but since your object is not to earn money 
but simply to keep yourself hale and hearty, it is not labour. The 
marker, however, who teaches you how to improve your game, docs 
so for earning his livelihood and his exertion w/ll certainly be called 
labour. When you go for a picnic along with the servants who 
carry the needed articles, you do not labour, but the servants do. 

Jevons defines labour as any exertion of mind or body undergone 
partly or wholly with avirw to some good other than (he pleasure dciived 
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directly from the work. Marshall has quoted this definition with 
approval.^ 

It should be remembered that the word labour is used in Eco- 
nomics in the abstract sense as well as in the concrete sense. In 
the former sense, labour refers to human exertion (as defined above) 
while in the latter sense, it refers to labourers. The word labour 
is thus made to apply sometimes to the exertion which a labourer 
has to undergo and at others to the labourer himself. Students 
should clearly distinguish between these two meanings of term. 

§ 2. CHARACTER OF LABOUR 

Labour, as a factor of production, has certain -distinct character- 
istics which may well be remembered : 

(1) Labour is indispensable for production, no production being 
possible without its aid. Even the richest gifts of Nature and 
enormous stocks of capital cannot produce we.alth unless human 
beings exert themselves and harness them for the purpose. 

(2) Labour is perishable. It is lost for ever with the passage of 
time. If a labourer docs not exert himself on a particular day, 
the labour of that day is lost for ever and cannot be regained. 

(3) Labour is not only a means of production but is also its end. 
Labourers not only help in the production of wealth but they are 
also the persons for the satisfaction of whose wants production is 
carried on, 

(4) Money can be invested in labour. Money spent in thc^ 
acquisition of skill, education and physical power docs not differ 
from the money invested in the purchase of factories and machines. 
Both yield an income. Hence labour is sometimes called ‘human 
capital.’ 

Land and Labour 

Land and labour are both indispensable factors of production, 
but there arc some vital differences between the two. Firstly, land 
is a passive factor of production and is acted upon by man and 
machinery ; while labour is an active factor of production and 
makes^ use of other factors in the productive process. Secondly, 
land is strictly limited in quantity— it cannot be increased or dec- 
leased ; but the supply of Labour can be increased or decreased. It 
can be increased by increasing birth rate or cfficicney of labour or 
both ; it can be decreased by reducing the birth rate or efficiency 
or both. 

Labour and Capital 

Capital and labour have close relationship. Capital is nothing 
but “crj'stalliscd labour”. It is just that part of wealth produced 
by labour, which is used in further productio.n of wealth. But there- 


1 Marshall, Prir.dplds cf Eccr.crrics^ 
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-are certain well*marked differences between the two. Firstly, while 
labour and capital are both destructible, the former is capable of 
xecuperation more frequently than the latter. Secondly, labour 
perishes sooner than capital. Labour deteriorates rapidly even 
when unused, A worker tends to grow weak with advancing age 
whether he is idle or busy. Capital^ however, does not deteriorate 
■so rapidly.^ An idle machine may deteriorate, but the loss will 
be only slight. Thirdly capital can be transferred from place to 
place and from occupation to occupation more easily than labour, 
A man who^ has one lakh of rupees in the Imperial Bank of India 
can send it in no time to London or New York or Berlin ; and an 
owner of an iron and steel company can sell it any time and re- 
invest his capital^ in cotton textile company or sugar company 
according to his choice. But the U, P, labourer will think several 
times before making a move to Madras or to Ahmedabad. Finally, 
money invested in machinery and factory can be easily withdrawn 
by their sale, but the money invested in education and skill cannot 
be so easily got back. 

§ 3. IMPORTANCE OF LABOUR 

Labour is an indispensable factor of production. In simple as 
well as in complex forms of production, some kind of labour is 
inevitably involved. Everywhere on the face of the earth, man 
lives by the sweat of his brow. Even when Nature is bountiful in 
her gilts and human wants are as simple as they arc few, some 
exertion is necessary for the acquisition of desired articles. If fruits 
are wanted, they must be plucked ; if flesh is desired, animals must 
be killed. And as we move from the places, where natural resources 
are rich and extensive and climatic conditions favourable, to places 
where natural wealth is meagre and climate unfavourable, the 
importance of labour increases tremendously. 

Compulsion to labour has indeed been the source of the civilisa- 
tion itself. Man instinctively tries to work as little as possible. He 
has been making endeavours to avoid labour from the very begin- 
ning by several means like the invention of machinery and the 
introduction of division of labour. This tendency is called the law 
of least effort and is the foundation of economic progress. ‘‘It has 
been very well said that man works prodigiously to avoid work, 
exactly as it has been said that he has waged war so as to avoid 
future wars though he docs not seem to have succeeded much better 
in the one task than in the other. It looks like a fool’s game that Dc 
is playing— undergoing all sweating toils to make bis task easier. 

But this fool’s part that Nature makes him to play is really a bles- 
sing, It is fortunate that the object he aims at is always attained, 
he stops only when work becomes no more than the buzz of the bee 
or the chirping of the bird, chat it will become the attractive labour 
that was the ideal of that admirable socialist, Fourier” 

2 ChnrJcs GsdCf First Prfnctfiks 0 / PcWfca! Economy, (Rov's Trainhtion from 

the French), pp, 19-20, 
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§ 4 . KINDS OF LABOUR 

Labour may be classified into (i) productive and unproductive 
labour, (ii) skilled and unskilled labour, and (ni) mental and manual 
labour. 

Productive and Unproductive Labour 

Labour may be productive or unproductive. Since production 
means creation of utilities, all the labour which results in the crea- 
tion of some utility is called productive while that which fails to do 
so is known as unproductive. For instance, the labour devoted to 
the writing of a book is productive if the book is published and 
brings profit to the author and publisher ; but if the book is not 
published, the labour involved in its writing is wasted and is, there- 
fore, unproductive. 

Which labour is productive and which unproductive, has long 
been the subject of discussion among economists. Early French 
economists, called Physiocrats, held that the labour of agriculturists 
alone was productive; the labour of people other than agriculturists 
was unproductive. Later on Adam Smith, the father of Modern 
Economics, c.Ktendcd the scope of the term productive labour and 
included in it all the labour which results in the production of 
material objects. According to him, the labour of a potter is produc- 
tive but of a musician unproductive , the labour of a cook is pro- 
ductiv'c, but that of a teacher unproductive. But it will be appre- 
ciated that the labour of all the above persons is after all an exer- 
tion of body or mind and is of the same nature. It is, therefore, 
rather illogical and arbitrary to call the labour of some of them as 
productive and that of others unproductive. Modern economists, 
therefore, define the term productive labour as the labour which 
results in the production of .some utility, whether that utility is 
embodied in some material object or not. 

Skilled and Unskilled Labour 

Labour may be skilled or unskilled. Skilled labour is that which 
requires some special skill and training in its pcrform.ancc. The 
labour which can be performed without any sort of special training 
is called unskilled. The labour of a do.mcstic sen’ant and of a 
is unskilled, but the labour of a motor-driver, and engine- 
driver, a musician and a dancer is skilled. 

Skilled labour is, as a general rule, highly paid because skilled 
Labourers have to undergo special training,* their supply is usually 
small and the demand for them is comparatively great. Unskilled 
Labour, on the other hand, is poorly remunerated because of the 
absence of special training, its abundance, and a comparativciv 
small demand for it. 

There is a certain^ degree of competition between skilled and 
unskilled Labourers. If a skilled labourer is thrown out c.^'cmplov- 



' CHAPTER 34 

QUANTITY OF LABOUR : MALTHUSIAN THEORY 

shocked traditional theology regarding the origin, so Malthus- 
onenaeu it in respect of the continuance of the human species. — J^icholson, 

§ 1. THE SIZE OF POPULATION 

The number of men, women and children living in a country 
at any particular time constitute the size of population. The size 
ol population is determined by natural factors, t, e,^ births and 
deaths, and by migration. 

1. Natural Factors 

Births increase the population of a country while deaths de- 
crease it. These are the two natural factors which go to determine 
the size of population of country. 

(a) Birth Rate 

Birth rate expresses the number of children born per 1,000 
person living in a country during a given time. Births increase the 
size of population, if other factors remain the same as such, the 
higher the birth rate, the greater the rate of increase of population. 

It is evident that if 30 children are born in a year among a thou- 
sand people in one country, and only 15 in a thousand among an- 
other country, the population of the first is likely to increase more 
rapidly than that of the second. The factors determining birth 
rate are not fully known but the more important of them may be 
discussed here : 

( 2 ) Climate^ In hot countries people become mature at an early 
age and marriages take place fairly early; while in cold countries 
people mature late and marriages take place at a fairly advanced age. 
Naturally the number of children born during the lifetime of a 
couple is more in a hot country than in a cold country. 

(n) Religions Customs. Where religion has a great hold on the 
masses, it plays an important part in determining the birth rate. 

In our country, for instance, religion enjoins that a girl should be 
married before she attains puberty, with the result that she gives 
birth to a large number of children before she becomes sterile. 
Birth rate is thus greatly increased. 

(iii) Social Causes. Social customs also determine birth rate. 
Formerly people used to take pride in a large family which was an 
important cause of enhancing social prestige; birth rate was, there* 
fore, very high. But late marriages have now become cuslomar>' in 
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this country, especially among the educated classes. A large 
family is now generally looked down upon and is considered to be 
a sure sign of carelessness, if not of poverty of the couple. Such 
considerations have a diminishing effect on the bitth rate. 

(jo) Political Conditions The Government, in some countries, 
encourage procreation as a definite .state policy. In Germany and 
Italy, for instance, the Fascist Governments used various methods to 
inculcate in the people a desire to produce more children. Such 
state inducement is likely to lead to a high birth rate, other things 
remaining the same. 

(o) Eionomic Conditions. The desire to marry is also influenced 
by the standard of living of the people. Intelligent and foresighted 
young men and women have begun to postpone marriages until 
they arc able to support a big family, Even when they arc mar- 
ried, the high standard of living^checks a rapid rise in the birth rate. 
This is not the ease when the standard of living is low. Poor 
children cannot be sent to school ; on the other hand, they 
easily find employment in factories or shops and begin to earn their 
upkeep. Economic independence induces them to marry early and 
settle down in life. The low standard of living thereafter leads to 
indiscriminate birth of children. The general tendency among the 
educated classes in this country, howev^er, is to postpone marriage 
till the education of the boy is complete. Such consideration is, 
however, not given to the marriage of girls. 

Condition of India. Birth rate in India is very high. It is a hot 
country. Celibacy is not favoured by cither religion or social 
custom. In fact, every couple is advised to have a male child lest 
their souls might wander restless in the other world.^ Economic 
conditions arc also in favour of high birth rate. The standard of 
living of the people of the country is low and they procreate indis- 
criminately. People seem to think that it is not within their 
power to limit the number of children; they arc v.’rittcn in their 
fate and must take birth. \Yho arc they to interfere in God’s wish? 
There was a time in this country when according to Hinduism, young 
men used to lead a life of Brahviuhatya or complete abstinence up 
to the .age of 25, a factor operating against high birth rate. But 
this practice of Biahir.cckarya has now become a thing of the 
p.ast. All the above factors have made India the second most 
thickly populated country of the world, the first being China. 

(b) Death Rate 

By death rate is meant the number of persons dying per 1,000 
persons living in a particular country during a. given period of 

1 If a Hindu cannot boect a son, he niurt to ho!I. His mu?t Jtnnr* 

He must mr.rrv^ ns many wives ns hr Hl;rs but be m\:st get a ion. His sterile w Wr 
will not ohjrct to ilicse tnritTiages, Not only hr but Lh nnccs'crs arc deprived 
the spirituoi bltsoing if no are bom. The too is caV.od winch literally 

means saviour from the hell named — Janardun Jodat, Qrltrjcl 

nfru’rr: pp, S'bSu* ^ ^ 
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nime. Other things remaining the same, the higher the death rate, 
^he lower the rate of increase of population. If in one country 30 
persons die in a year out of a thousand, and in another only 15 
die, obviously the latter will increase more rapidly in population 
»than the former. The factors determining the death rate arc the 
following : 

(i) The Stcic of General Progress^ General progress reduces death 
Tate. Educated and progressive persons take proper care in keep- 
ing their children neat and clean, and themselves lead a healthy 
life. They are particular about nutritious food, neat clothing, 
tidy shelter and other healthy requirements of proper living. As 
such they live long and do not fall an easy victim to various major 
and minor diseases. In India, however, most of the people arc 
uneducated and backward and rarely take such considerations into 
^count. They fail to lead a life along healthy lines, die at an 
'early age, and suffer from diseases so long as they live. 

{i7) The Age of Marriage. If a couple is married at an early age 
and children begin to be born immediately thereafter, the physique 
of the husband and the wife is badly damaged and their life is 
'Shortened. Their children are also weak and many of them arc 
^carried off even before they are one year of age. This is what 
commonly happens in our country. 

(iit) JVaiural Calamiij^. Natural calamities like earthquakes, floods 
and others take people unawares and arc difficult to be handled. 
They increase deaths quite suddenly and considerably. 

(iv) Poverty of the Masses. It disables them from getting nutritive 
food, proper clothing and fair shelter. The poor have small power 
of resistance and* whenever they catch some disease, they arc 
seriously weakened. The death rate under such circumstances is 
usually high. 

In India death rate is very great. The major and minor diseases 
very often break out and take a heavy toll of human beings. The 
females and infantile mortality is particularly disastrous and has 
been given special treatment in a subsequent chapter. 

(cj Survival Rate 

Increase in population due ta'natural factor is determined by 
excess of the birth rate over the death rate. This is called the ^sur- 
vival rate.* 

Population is said to be static when the births and deaths taking 
place in a country per year arc equal so that the population remains 
unchanged. The population of France during the last decade 
remained more oi less static. When births and deaths take place 
in such numbers that the population either incrc.i5cs or decreases, 
the population is said to be dynamic. When the population tends 
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to increase, the dynamic is said to be posit ; and when it tends 
to decrease, the djTiamic is said to be negaihe, 

2. Migration 

The movement of people from one country to another is known 
-as migration. Migration from a country is known as emigration 
while mieration into a country is known as immigration. Emigration 
and immigration arc important factors in the determination of the 
size of population of a countr)^ The excess of immigration over 
emigration, which may be called the rate of net migration, increases 
The size of population. If, on the other hand, emigration exceeds 
ammigration, population decreases. U. S. A., Canada and Australia 
have gained greatly in population by the large number of immi- 
grants, while Ireland had her population reduced by emigration. 
In our country, migration is not an important factor in the deter- 
mination of the size of population. Immigration into India is 
practically non-existent, while the colour prejudice and the bad 
treatment accorded to Indians abroad discourage emigration. 

§ 2. THC MALTHUSIAN THIDRY OF POFULATION 

People of all ages have given some thought to the problem of 
the growth of population. The modern thought on the subject 
began from the a car 1798 when Malthus, a clcrgj’man and a 
■Cambridge wrangler, published his celebrated book named as An 
Essay on the Pivciples of Population. The Jaw of population pro- 
pounded by Malthus in this book is known as the Malthusian Theory 
of Population. Malthus’s leasoning can be conveniently divided 
into three parts ; the .supply of labour, the demand for labour, 
and the conclusion. 

(11 The Supply of Labour. Malthus argued that human beings 
-have a natur.al instinct to multiply their numbers almost recklessly. 
He studied the history' of the various countries of the world .and 
found that it was so. The increase in population would have, 
•indeed, been enormous were it not prevented by diseases, wars and 
famines, etc., all of which were called by Malthus, Natural or 
Positive Checks to Population. 

(2) The Demand f:r Labour. According to Malthus, the amount 
of food greuT, in a country is the limit set by Nature for the growtli 
of population. It is, in other words, the maximum demand for 
labour. Population cannot manage to cross this limit for any 
length of time. 

Malthus showed that up to the time of his writing, no country 
had been in a position to grow all the food for its increasing 
population. In other Avords, population tends to increase faster 
than the food supply. He illustrated this tendency by th.e use 
oj geometrical and arithmetical progression. He said that if popula- 
tion is a to 'increase in geometrical prorreision like 2 : 

18 
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4:8: 16 and so on, food supply will have to be assumed to 
increase only in arithmetical ^ progression like 1 : 2 ; 3 : 4, etc*. 
Thus population tends to outstrip the means of subsistence* 

(3) Conclusion, This study led Malthus to conclude that history 
is likely to repeat itself. Population will always tend to outstrip 
the food resources and Nature will do her own pruning. Diseases, 
wars, famines and such other calamities (Positive Checks) will con* 
tinue to carry off surplus population in future as they have done 
in the past. 

The future.of the society thus painted by Malthus was mons* 
trously gloomy and dark ; he was seriously criticized for it and 
began to be called a 'pessimistic economist,* He^ thereupon, made 
further study of the problem and added preventive checks to the 
positive checks already mentioned by him. He opined that all 
the miseries to which Nature subjects humanity for carrying off 
the surplus population i. e,, the Positive Checks, can be escaped 
if human beings practise moral self-restraint, i. preventive checks, 
and thus keep population well within the limit set by food resources 
of the country. He thus formulated two kinds of checks to prevent 
population : (1) Preventive Checks, like moral self-restraint, which 
human beings can apply to escape the rude methods of decreasing 
population which Nature adopts ; and (2) Positive Checks^ t. <? ., the 
methods adopted by Nature for doing away with surplus population. 
Malthus appealed to Christians and non-Christians to exercise 
moral self-restraint and keep population in check to escape the 
misery and vice that may be the lot of future generations. 

Checks to Population 

The checks to population propounded by Malthus may be 
studied in greater detail. According to him, the available food 
supply is the natural limit against which population is constantly 
pressing. The methods of preventing population from crossing 
this limit, were called by him "checks to population/* From the 
objective point of view he divided these checks into positive and 
preventive. Positive checks include those causes which increase the 
death rate® and preventive checks refer to those causes which dec- 
rease the birth rate. From subjective point of view, these checks 
were classified into misery, vice and moral restraints. Vice is dif- 


2 Sometimes it is stated that according to Malthus food supply increases m 
arithmetical progression wliilc population increases in geometrical progrcsiKm. 
This is a wrong statement. Malthus never said this. He simply illustrated^ the 
increase in population and food supply by geometrical and arithmetical progres- 
sions xcs.^ectu'cly. This misstatement is a very common error and should IK 
av'oidccl by students, 

3 It is impossible that a positive check so goading an 1 TcmoTsrHii as famine 
should prevail without bringing in her train .all the otherj. Pestilence n her uni- 
form companion, and murder and war arc her^follov/ers, — 
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icrcnt from misery inasmuch as its immediate effect may be happi- 
ness while the effects of misery arc always bad. Moral restraint 
docs not lead to misery or vice but causes a certain Kind of tempo- 
rary unhappiness. These checks have been tabulated below 


r: 


CHECKS TO POPULATION 

1 : 


Positive 

(increasing deaths) 


Prcvcnih'c 
(decreasing births) 


Mi say 

(War, diseases, 
famines, etc.) 



(Promiscuous 
intercourse, 
improper acts, 
etc.) 


Moral Restraint 
(Postponement of 
marriage or of sex 
gratification) 


It is interesting to note that Malthus did not really believe^ in 
his heart of hearts, that preventive check, namely, moral restraint, 
would ever be practised by a large majority of people and could be 
seriously depended upon to limit population. His wavering atti- 
tude paved the way for the so-called Neo-Malthusianism which 
sanctions the use of artificial methods of birth control as an effective 
preventive check to population. It differs from moral self-restraint 
inasmuch as it makes room for sex gratification unaccompanied 
with children, which make possible what Malthus described “grati- 
fying our passion only in that way which is unattended with evil.” 
Mahatma Gandhi advocated the practice of moral self-restraint and 
did not favour the use of artificial means. 

Criticism of the Malthusian Theory 

Malthusian theor)’’ is not entirely correct. It was certainly 
correct at the time when Malthus propounded it ; but since then 
the world has considerably changed, and many factors unforeseen 
by Malthus hav'c come into play and have rendered his theory in- 
applicable to modem times. During the time when Malthus lived, 
population of Great Britain was on an increase; food supply was 
getting scanty.^ Great Britain could not draw food supplies from 
India or America due to the absence' of trans-occanic trade. Time 
was ripe for a thcor>’_ as gloomy as hlalthus's. All these conditions 
have notv become tiling of the past. Population of Great Britain 
has increased only insignificantly. Food supply is not deficient 
now mainly due to the development of oceanic trade and transport. 
England has today become a great manufacturing nation and 
though she docs not produce enough food for her dense population, 
she can exchange her manufactured products with the agricultural 
products of other countries and sustains a much larger population 
than what Ivlalthus could imagine. 


4 See Gidc and Rut, Hiaerj c/ Eec-.crrJc D::iriw. 
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MahkuSy in fact, exaggerated the rate of increase of population. He did 
not realise the biological fact that the fecundity of human race 
diminishes with advance of civilisation* A general rise in the stan* 
dard of living of the world population has decreased births. Even 
in the lower classes, the enactment of the various Educational and 
Factory Acts, prohibiting employment of children, has made the 
begetting of children unprofitalile. Malthus did not foresee all 
these developments. He also failed to give weight to the various 
social tendencies which today operate against an increase in popu-^ 
lation. For instance, there is a strong feeling in modern society 
against indiscriminate procreation which is regarded as a great folly 
and the old pride in large family has now vanished. 

Malthus not only exaggerated the rate of increase of population, 
hut he also failed to f 01 esee the rapid increase in the production of food* 
fluffs which modern nations can command. He did not realise that 
the Law of Diminishing Returns could be checked by improvements 
in methods of agriculture. He also did not understand that food 
supply produced by a nation is not an effective limit to her popu- 
lation ; the limit is, in fact, set by the quantity of foodstuffs that a 
country can command, either by herself producing it or by import- 
ing it from other countries, A manufacturing country may grow 
very little foodstuffs but may export its manufactured goods and 
import food supplies instead, and may thus support a very heavy 
population. This is, for instance, what England is doing at present. 
In fact, the problem of modern society is not under-production 
but Over-production ; our problem is not how to produce more 
goods, but how to dispose of the goods that have already been 
produced. 

Recent statistics definitely prove that in advanced countries like 
U. S. A., United Kingdom, France, etc., population has not in- 
creased so rapidly as the means of subsistence, 

Mallhmian Theory and India, Though the Multhuslan theory 
is not applicable to the western countries, it is applicable to a 
backward country like India, In India population has been 
increasing more rapidly than the agricultural output. Our manu- 
facturing industries arc also undeveloped or ill-dcvcIopcd and 
disable us from getting food supplies from other countries in 
exchange for manufactured goods. The consequence is ifuU popu- 
lation often presses against the limit set by the food supplier. 
People of this country arc so illiterate and so blindly v/edded to 
loose religious and social customs that they do not practice rnoral 
self-restraint. The absence of preventive diecks is associated 
vdth the absence of the practice of artificial methods of birth control 
because of the poverty, illiteracy and conservatism of the masses. 
Naturally, therefore, UiMurc brings into action her own ronvh 
and crude methods. Diseases, floods, earthquakes, riots, etc,, take 
place vcr>' often and carry off the surplus population every now 
and then. 



QUAKTIIY OF LABOUR 


297 


TEST QUESTIONS 

1. What arc the natural factors which dclcnninc the size of population ? 
Discuss fully. 

2. Give an account of the various factors which determine the birth rate of 
a country. 

3. Write short notes .on survival rate and rate of net migration. 

4. Docs migration affect the size of population ?' Docs it do so in India ? 

5. State the Malthusian Law of Population. How far do you agree with it ? 

6. '‘Malthusian ihcoiy’ is a great principle of universal validity.’’ Comment, 

7. Criticize the Malthusian theory' of population and show* how far docs it 
apply to India. 


EXAMINATION QUESTIONS 

U, P. Inter, Arts. 

1. Write notes on Positive and Prc\*cnlivc Checks. (1950). 

2. Write a short note on positive checks, (1947). 

3. Write short notes on : (a) positive checks, and (b) over-population. (1945). 
U. P. Inter. Coni. 

4. What is Malthusian Theory of Population ? Criticise it from the view- 
point of some of the modern economists. (1940). 

5. Criticize the Law of Population by Malthus, and briefly state the points 
you would take into consideration in studying the population problem in India. 
(194G). 

Raj. Inter. Arts. 

6. Explain the following : — 

(a) Natural increase of population. 

(b) positive and preventive checks to population. 

(c) Optimum population. (1943). 

Raj. Inter. Com. 

7. Explain what is meant by positive and preventive checks to population. 

In a countrv" with an overgrown population, whicli of the tw'o cliccks would you 
prefer in order to bring down the population ? Give reasons. (19tG). 

Nagpur Inter. 'Atts. 

8. Write a brief cxplanatorv’ note on Optimum Theory' of Population. (1919). 
Nagpur Inter. Com. 

9. Explain the relarionship between natural dividend and population. (1949). 
Patna Inter. Arts. 

10. Explain the Malthusian Theorv* of growth of population, (I94S), 

Patna Inter Com. ^ 

11. Explain the Malthusian Thcorv’ of population. (19495). 

Banaras Inter. Com. 

12- Explain the Malthusian I^w of Pcrulation. Is IndU ? 

(1947). ‘ 
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Sagac Inter* Com* 

13. Explain briefly the Malthusian Theory of Population. Does it aoDlv to 

India (1950), / y 

Bombay Inter. Com. 

14. Explain critically the meaning of (a) optimum population ; (b) over- 
population ; and (c) under-population. What is your opinion on the merits of the 
Optimum Theory as against the Malthusian Theory of population ? (1949). 

15. “Population tends to outgrow the means of subsistence.” State and 
explain this theory and say how far it is applicable to India ? (1948). 

Poona Inter. Arts. 

16. Discuss the Malthusian Theory of population. Is India over-populated ? 
(1949). 

Poona Inter. Com* 

17. Discuss the Malthusian Law of population. What is meant by optimum 
population ? (1949). 

Delhi Arts. 

Id. Enunciate the law of population laid down by Mai thus. How far have 
later developments invalidated his position ? Does the law throw any light on the 
population of Delhi ? (1935). 

19. Explain what is meant by positive and preventive checks to the growth of 
population ? In a country with over- grown population., which of the two checks 
would you prefer to bring down the number ? Give reasons. (1930). 


CHAPTER 35 


QUALITY OR EFFICIENCY OF LABOUR 

The men whore heads and hands perform the labour in our industrial s)*stcm 
^ire the chief factors of cfliciency and success. The study ^ of tlic workman in 
•order to understand the various elements that affect his working power is an im* 
portant and serious problem for every management . — Xorris A. Brisco . 


Efficiency of labourers is one of the two factors on which the 
supply of labour of a country depends, the other being the size of 
population. The term efficiency of labour signifies the capacity of 
the labourer to do more work or better work or both during a given 
period of time. Efficiency of labour is a comparative concept. If 
a worker can work twice as much as the other, or if his w’ork is 
twice as good as that of the other, he is two times as efficient as 
the other worker. It is a fact of common observation that labourers 
working in the same occupation under similar conditions with 
similar kinds of tools and raw materials and for the similar period 
of time turn out different quantities of work or work of different 
qualities. Why is it so ? Why should there be such diversities in 
the productivity or the efficiency of workers ? What arc the 
factors upon which the efficiency of labour depends ? Tlicsc arc the 
-questions to which we shall now address ourselves.^ 

Factors Determining Efficiency of Labour 

Efficiency of labour depends upon a large number of factors. It 
depends p'lrtly on the employer and partly on the employed, 
partly on the organisation and partly on individual effort, partly 
on the tools and machinery, etc., with which the worker is 
supplied and partly on his own skill and industrj^ in making use of 
them.^ Broadly speaking, these factors arc divisible into two 
-classes : 

(?) Factors affecting the ability and willingness of labourers 
to work: and 

(?7) Factors affecting the capacity of the organiser to organise 
labour. 

The first set of factors is of greater importance than the second. 


1 Soc’cil reformers nttnch mudi importance to e{nclenc\' of individuals. Dr. 
Samuel Smiles raN-s, '‘The hie’nest patriotlrm and philanthropy comitt, not 
much in altering Ian's and mcKiifying institutions, ns in helping and stimubiting 
men to elevate and improve themsch'cs by llielr oviii fcrce and iadeper.dient 
cividual action.* — Smiles, p. 3. 

rPenson, Thr \’’ol. 1, p. 51. 
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(i) Ability and Willingness of the Workers 

EfBciency of labour mainly depends upon the capacity of the 
labourers to exert themselves ; and upon their willingness to work. 
Capacity to work unaccompanied with the willingness to labour, or 
mere willingness to work unattended with capacity, cannot make a 
man efficient. Below are discussed the various factors which deter* 
mine the ability and willingness* of labourers to work; 

{}) Racial and Hereditary Characteristics. The qualities »of oneV 
race and parents determine one’s efficiency to a great extent. In- 
telligence, physical strength, capacity to sustain prolonged exertion 
and such other qualities pass on from one generation to the other 
imperceptibly. The sailors of Great Britain and Norway, the 
watch-makers of Switzerland, the artists of Italy, the cutlers of 
Sheffield and sword-makers of Toledo are noted for skill in their 
respective spheres even today. The caste system which is prevalent 
among^the Hindus in our country was originally introduced with a< 
view to preserve racial and hereditary characteristics. Though this, 
system has now lost much of its hold, particularly in the economic 
field, still some of its influence continues to exist even today, A 
Brahman has an instinctive aptitude to the acquisition of knowledge, 
kkshatlriya is by his very nature drawn towards the military 
life, while a naish is naturally attracted to trade and commerce.. 
Similarly the labourers of Oudh are better than the labourers of 
Bengal, while the former are superseded by the labourers of the 
Punjab. 

(2) Climate and Physical Conditions. Climate has a determining 
influence on the efficiency of labour. Extremes of climate do not 
favour sustained hard work. Labourers tend to become most effi- 
cient in a temperate climate. In very cold climates, people may 
find it difficult even to come out of their houses, while in very hot 
climate the high temperature weakens the human frame. In our 
country, for instance, the climate of the Punjab and Western U. P.> 
is good and the labourers of these states are, therefore, sturdy 
and strong. But the climate of Bengal is bad ; and it is worse still 
in the Tarai regions where it becomes malarious. The labourers of 
these regions are often weak and inefficient. 

Climate affects efficiency not only through its influence on the 
capacity and willingness of labourers to work but also through its 
reaction on the necessity to work. In tropical climates nature is 
generous in her gifts and little exertion is required for the satis- 
faction of human wants. Conditions . tend to become harder in 
temperate climate under which much labour has to be undergone 
before one’s wants can be satisfied. In cold climate, extremely 
hard work is necessary. The consequence is that labourers of hot 
countries are often dull; of temperate regions active; and of colder 
climates very handworking. Climate also determines the neces- 
saries and other requirements of life and in this way also deter- 
mines efficiency. 
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• So far as our country is concerned, its climate .ts subtropical, 
hence our labourers arc not very efficient. Hard work for a long 
period is difficult in the scorching heat of the summer. Moreover, 
natural resources arc abundant and the need for hard work is not 
pressing. Finally, necessaries of life arc few, and can be satisfied 
by little labour with the result that people arc used to little exer- 
tion. 

(3) General IntcWgmce. Efficiency of labour also depends on the 
general intelligence of the labourer. Intelligence is inherited ns 
well as acquired. Inherited intelligence depends upon the race and 
parents. Thus we sec that an average American is clearer in his 
thought, quicker in his action and more exact in his judgment than an. 
average Indian, while the latter is superior in these respects to an 
average Negro of Africa. The world as a whole is, however, rising 
in the scale of civilization and mental attainments, and general 
intelligence is tending to become the possession of all. Intelligence 
is also acquired and depends upon the education in schools and the 
influence of the mother and home. 

(4) Education. Education is a very important factor in the deter- 
mination of efficiency, since it develops and awakens the latent 
capacities in man, and makes him otherwise fit as an active agent 
of production. Education may be general or practical. General 
education aims at widening the horizon of man’s knowledge about 
general things. Such education gives the labourer a wider point 
of view and cnl.argcs his conception of man and matter. It imparts 
to him social, economic and political enlightenment and strengthens 
his regard for morality. Such arc the benefits of general education 
that in almost all the civilized countries of the world primary educa- 
tion has been made free and compulsory' ; while in France educa- 
tion is entirely free from top to bottom. Unfortunately India h.as 
not yet introduced free and compulsory primary education. General 
education is acquired, not only in schools, but also by the reading 
of books, magazines and newspapers and keen observation. Such 
facilities arc not accessible to Indian labourers. 


Technical education aims at befitting a labourer for a particular 
trade or occupation. It may be theoretical, or practic-al, or both, 
its exact character being determined by the nature of the trade,* 
the taste of the labourer, and the position for which he is preparing. 
Since it aims at developing certain qu.alities required in a particular 
indvistry, technical education makes a m.an specialist. An iraport.ant 
cause of the poverty and distress is that so m.any have not learned 
a imde. In our own country technical training is conspicuous by 
its absence. Technical institutes and vocational schools arc very 
few, while factory ana mill-owners do not take apprentices as a 
general rule. 


(5) Standard of Lithg. The efficiency of a 
mined by the standard of living of his parents 


labourer is also deter- 
who bring bin ».r. 
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from^ his birth. For a man^s physical fitness is largely the result 
of this standard. A labourer who is brought up in an atmosphere 
of all-round^ poverty# insufficient diet and insufficient clothing 
cannot be capable of great physical strain. The standard of living 
of the labourer himself has a similar influence bn his efficiency. 
Healthy and nutritive foodj adequate clothing and tidy and airy 
shelter associated with healthy recreation pave the way for efficiency. 
The adequate supply of all these factors to the masses of our 
•country is the greatest national problem, upon the solution of which 
depends the welfare of the country. 

(6) Moral Qjualilies. Honesty, sincerity, industry, and such other 
moral qualities determine the efficiency of a labourer. All these 
qualities are summed up in the word ^^character"'. Character- 
building is a great national duty and is the outcome of early educa- 
tional, religious and social atmosphere in which a man is brought 
up. If the influence and the atmosphere are wholesome, the sense 
«of self-reliance, self-control, self-discipline, diligence, purposefulness 
and such other qualities get a strong root and make a man thorough- 
ly efficient ; but if the influences are unwholesome, a man loses all 
these qualities and practically ruins himself. 

(7) Freedom^ Hope and Change* Freedom, hope and change in- 
crease the efficiency of labourers. A slave, who lacks freedom, also 
lacks in efficiency. Again, workers who have no hopeful prospects, 
even if they show good results, hardly have any incentive to be 
efficient. Finally, where the work is very monotonous and the 
worker is tied down to the same task days in and days out, he 
ceases to take any interest in the work ; but if a system of pleasant 
change in the type of work that he does is introduced, he gains 
efficiency through the process of automatic recreation and recupera- 
tion of lost energy. 

(8) Adequacy^ J^earness and Directness of Reward* If a ^bourer 
gets sufficient reward, he is likely to work sincerely and become 
efficient. If the reward is insufficient and the labourer is dissatis- 
fied with it, it will make him psychologically inefficient. Besides, 
it will keep his standard of living low and will not furnish him with 
the conditions which contribute to efficiency. The reward should 
not only be sufficient, but should also be nearer and direct. 
Labourers are, as a general rule, short-sighted, and do not take 
more than one year in their calculations so that if a reward is pro- 
mised to them, it must be made available within one year. Other- 
wise it will hardly have any effect on them. Finally, the reward 
must be given to them in some direct form. If it is given in an 
indirect or hidden form, like the improvement of working condi- 
tions, or the sale of better quality of goods at cheap prices, they 
may not realize the advantages of the measure and its object may 
be defeated. 

(9) Worldng Conditions* Efficiency is also affected by general 
working conditions. It has been found by experiments that im- 
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proved lighting, ventilation, and sanitation of factories contribute 
to the muscular and mental strength of the labourers and as a con- 
sequence increase their output. In our country, much attention is 
not paid to the conditions or work. Inkarkhanos and small factories 
labourers have to work in unhygienic, congested and badly venti- 
lated rooms and kothrist where their physical and mental vitality 
deteriorates through a process of slow emaciation. 

(10) The Number and Distribution of tVorkin^ Hours. It is some- 
times supposed that if the number of hours for which labourers 
work is increased, their output will correspondingly increase. But 
experiments in various countries of the world have shown the short- 
sightedness and mistake of such belief. In fact, reduction cf hours 
up to a certain point actually increases, rather than decreases, the 
efficiency of labourers. If labourers work for a smaller number of 
hours, they get ample time for the recovery of their lost energy ; 
so that when they go to work the next day, they arc full of vigour 
and strength mentally as well as physically. They arc thus able 
to produce more and in fewer hours than before. 

Not only the number, but the distribution of working hours is 
also important for the efficiency of the labourers. If the rest 
periods arc wisely introduced and good use is made of that period, 
labourers will feel gay, happy and refreshed. 

(11) Social and Political Conditions, Efficiency of labour is in- 
creased if social and political institutions, customs and laws ate 
good, reasonable and prudent. Ill-conceived and bad social and 
political conditions always lead to the deterioration of the efficiency 
of labour. In our country, for instance, it is the ' caste which 
determines the occupation of a person at the lime of his birth. 
Such a determination pays no attention to the aptitude of the 
person concerned which is indeed the most important factor to be 
taken into account. Similarly a long subjection to foreign rule has 
developed an inferiority complex in the masses of the country, 
which makes them feel that Englishmen are always more efficient 
than themselves. However, as a result of the recent political 
awakening in the country, this tendency is fast vanishing. Labour 
Legislation and Factory Laws have begun to insist on the provi- 
sion of good ventilation and cleanliness in factories, sufficient 
wages, and short hours of work. Such steps tend to increase suffi- 
ciency of labourers. 

(ii) Capacity of the Organiser 

Efficiency of labourers depends not only upon the abilitv and 
willingness of labourers but also upon the w.ay in which the labour 
force is organised. If each labourer is given the task for which he 
is best fitted, if he is supplied vvith good appliances, and if he is 
properly trained for his job, his efficiency is bound to be great. 
These arc the matters which arc taken care of by the organiser’ He 
i also to co.orainate, in a proper fashion, the 'work of a particular 
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group of labourers with that of all the other groups, ‘The work 
done by the group is not merely the sum total of what the mett 
could do as individuals. It is infinitely greater, and»how much 
greater is a matter of organisation.* 

TEST QUESTIONS 

1. ^ What do you zuean by the efficiency of labour ? Does it depend upon the- 

organiser ? If so, explain how. *• 

2. What are the factors which determine the efficiency of labour ? Discuss* 
thoroughly. 


EXAMINATION QUESTIONS 


U. P. Inter. Arts. 

1. ‘Tndian factory worker is less efficient than an American factory worker.” 
Do you agree with this statement ? ' If so, give reasons. (1950). 

2. Examine the causes influencing efficiency of labour. (1949). 

3. Explain the factors upon which efficiency of labour depends and show how 
far they operate in the case of labour employed in Indian factories. (1946) 

U. P. Inter. Com. * 

4. On what does the efficiency of labour depend ? How can you improve the: 

efficiency of Indian labour ? (1948). 

Raj. Inter. Arts. 

5. What do you mean by efficiency of labour ? Explain the factors affecting 
it. (1949). 

6. In what manner does the standard of living effect the efficiency oC 
labour ? Illustrate your answer from Indian examples. (1942). 

Raj. Inter. Com. 

7. What are the factors that determine the efficiency of labour ? (1948) 
Nagpur Inter. Arts. 

8. The efficiency of labour depends on the health and strength, the education,, 
ambition and trustworthiness of the labourers. Do you agree ? What mere- 
factors can you name which determine the efficiency of labour. (1947) 

Nagpur Inter. Com. 

9. What methods would you adopt to improve the efficiency of your labour* 

ers in case you are appointed as the Manager of a Mill or Factory ? (1948) 

10. '‘The efficiency of labour depends on the health and strength the cduca* 
tion, ambition and trustworthiness of the labourer”. Do you agree ? What more 
factors can you name which determine the efficiency of labour. (1947) 

11. Explain the economic effects of Indian Caste System. Arc you for or 
against retaining it ? Give reason for the view you hold. (1946), 

Patna Inter. Arts. 

12. Describe the factors on which efficiency of labour depends ? (1949S) 
Banatas Inter. Com. 

23. What factors determine the efficiency of labour ? Illustrate your answer 
from Indian cond iiions. (1948) 

Banaras Inter. Arts. 

14. Explain the facton on which the efficiency of labour depends. (19*19) 
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15. Explain the conditions that determine the cfRcicncy of labour in a country*. 
How far, in your opinion do climatic conditions and social customs in India 
retard or promote the efficiency of labour, (1947) 

Sagar Inter Arts. 

16. What arc the conditions upon which depends the efficiency of labour ? 
<1949) 

Travancore Inter. 

17. On what factors docs the efficiency of labour depend ? To what extent arc 
they present in India ? (1948) 

Other Examining Bodies 

18. Briefly explain the conditions on which the efficiency of labour depends. 
(Punjab I. A., 1934). 

19. Describe the factors that increase the efficiency of factort^ labour, (DclhL 
i. A., 1930). 

(For other questions, see questions after chapter 36.) 



CHAPTER 36 

THE POPULATION OF INDIA 

‘ elcnicnts such as drainage, altitude, configuration, rainfall , tempera* 

^re, fertility of soil, etc., are no doubt of basic importance in determining the- 
density and distribution of population. But as civilization advances the human 
clement plays an increasingly important part by transforming the environment' — 
Seligman, 


We shall now study the numerical, physical and mental charac- 
teristics of the population of our country^ These aspects of our 
labour problem are of fundamental importance to us- 

§ 1- SIZE AND DENSITY OF POPULATION 

Size of Population ^ 

India is one of the most thickly populated countries in the 
world. According to the National Income Committee, the population 
of India in 1948 was approximately 34 crores-^ 

The population of the world as a whole is about 200 crores. 
Hence every sixth man in the world is an Indian, From the point 
of view of population, India comes only next to China in the 
world. 

The population of India has been constantly increasing. In the 
table given below, the increase of population in the Undivided India 
has been shown : 


Year 

Population 

(Crores) 

Percentage 

Increase 

1872 

21 


1881 

25 

23 

1891 

29 

16 

1901 

29’5 

2-5 

1911 

31.5 

7 

1921 

32 

1 

1931 

55 

10 

1941 

39 

11 


1 Before Partition, India’s population accerding to the 1941 census 39 
crores. Now 7 crores people live in Pakistan. Hcncc the population 

Vitv crores But National Income Committee has put this figure at 34 

«cuSg«r« Si be when .he renJ.s of ,hc 1951 cen^u. arc 

published. 
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As will be seen from the adjoining table, the population of India 
has been increasing in recent times at the rate of 1% p.a. Hence the 
population in 1951 may be expected to be 35 crores, assuming that 
the rate of increase of 1 % per annum is maintained. 

Density of Population 

Density of population denotes the number of persons living per 
square mile in a country. Obviously, the density of population in 
a country depends upon two factors.: (I) the number of its people! 
and (2) its area. The population of our country' is indeed very 
large, but its area is equally great ; consequently the density of 
population is not considerable. It comes to about 200 persons per 
square mile. The population density of other progressive countries 
of the world is in some cases greater than India and in others less 
than this country. For instance, the area of U. S. A. is about 2^ 
times larger than India but her total population is even less than 
half, with the result that the density of population in that country 
is only 43. But other leading countries have greater density than 
India. The density of population in Japan is 400, in the United 
Kingdom 500 and in Belgium 700. 

Regional Variations in Density 

Two hundred persons per square mile is the average density of 
population of this country. As a matter of fact, the density is 
higher than this figure in some states while it is less in others. 
Delhi is the most thickly populated tract, its density exceeding 1 ,000 
persons per square mile. The density is the least in Andamans, 
being only 34 persons per square mile. The following tabic shows 
the density of various States'; 


States 


Density 

Delhi 

♦ • • 

... 1,600 

W. Bengal ... 

• • • 

800 

Bihar 

• • « 

500 

U P 

Vi/ vX* 

« « • 

500 

Madras 

«•« 

400 

East Punjab 


300 

Bombay 

« « • 

250 

Orissa 

« • • 

230 

Madhya Pradesh 


150 

Himachal Pradesh 


83 

Cutch 

• • • 

69 

Andamans ... 

• * • 

... 34 
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^Causes of Regional Variations 

Why such variations in the density of population froth state to 
state exist, is an interesting subject of study. Other things remaining 
the same, the part of the country where the chances of earning 
a decent living are the greatest will be most thickly populated. 
The possibility of supporting only a small number of people de- 
teriorates the density of population, India is mostly an agricul- 
tural country ; consequently, those areas where agriculture is most 
prosperous and where the chances of earning a decent living are 
greatest, generally speaking, are the areas of thickest population. 
-Density of population in India is, therefore, mainly conditioned 
by the factors affecting agriculture. Such factors are the following : 

(1) Surface Features* The most important factor determining the 
density of population is the surface features playing, as it does, a 
dominant role in determining the success or otherwise of agriculture. 
On uneven and hilly tracts, agriculture is a costly and risky 
venture. Level plains, on the other hand, are most suited to agricul- 
ture. Throughout the country, therefore, hilly tracts are sparsely 
populated and level plains are thickly populated. Indeed the 
Gangetic Plain is one of most thickly populated parts of the world. 

(2) JRainfalL The success of agriculture also depends upon the 
-amount of rainfall. Generally speaking, 40 inches of properly 
distributed rainfall is best suited to Indian agriculture. Where the 
Tainfall approximates this ideal, population tends to be dense ; 
where rainfall is either less or more than this or badly distributed, 
density has a tendency to deteriorate. Students should be careful 
not to commit the mistake of writing that greater the rainfall, 
greater the population. Rainfall promotes dense population only 
to a certain point beyond which it has exactly the opposite result. 
If scarcity of rainfall is damaging to agriculture, ^ superabundance 
of rain is equally harmful. Lower Burma, for instance, receives 
plenty of rainfall, but is sparsely populated. 

(3) Irrigation^ Where rainfall is scanty, irrigation, which happens 
to be a corrective to this* deficiency, becomes an important factor 
in determining the density of population. Irrigation contributes 
to the success of agriculture and thus favours a thick population. 
The area known as the canal colony in Punjab was once a 
dreary and dry desert ; but after ihc construction of canals in that 
area, it soon became a smiling land of millions of agriculturists. 
Similarly the Sukkar Barrage in Sind has resulted in the rapidly 
increasing numbers which now inhabit that area. It must, of 
course, be noted that agriculture affects only a small part of the 
country and on the whole has little influence in determining the 
density of the whole country. 

(4) The Ijpe of Soils^ The nature of soil is another important 
factor in the success of agriculture. Where soil is fertile and can 
be easily cultivated, population is dense. If the soil is, on the other 
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hand, rocky and infertile, population is sparse. ^ It must, of course, 
be stated that soil becom-s an important factor in this respect only 
if the proper amount of rainfall is available. Taken by itself, tnc 
effect of this factor on the density of the population of the country 
as a whole is little, 

(5 Climate. Suitable climate is another factor to ensure the 
success of agriculture. Other factors of agriculture may be quite 
favourable, but if climate is not suitable, agriculture cannot be 
properly carried on. Importance of this factor can be very well 
realised from the fact that the .areas of unfavourable climate almost 
always coincide with low density. 

(6) Srciniy. Security of person and property leads to dense 
population. The areas liable to dangers of war or natural calamity 
or political oppression or exploitation, ha%'c sparse population. 

(7) Fact ors AJf ding Migrj/ion. To a certain extent, the wliolc 
host of factors which encourage or check the migration of p.*pulatjon 
increase or decrease, as the ease may be, the density of population ; 
and may even dominate over other factors discussed above. 

(3) Stage of Eco’iomic Dcvelnp nen! The stage of economic pro- 
gress attained by a country or a p.art thereof has also some effect 
on the density of population. In the Hunting stage, for instance, 
people led wanderers’ life and the density of populat»on was a 
meaningless term in those times. The pastoral stage led to some 
sort of fixed habitation ; but as the domesticated animals required 
large grazing grounds, population was in the very nature of tilings, 
sparse. In the agricultural stage people began to settle down in 
certain localities ; food resources increased so that a demc popula- 
tion could not be supported. The density of population, naturally, 
increas'd. All the important agricultural tracts of India have 
thick population. In the industrial stag* the density increases 
further as can be seen from the population of our industrial centres 
like Bombay, Calcutta, Kanpur and others. 

(9) h.dus Tutl Development. The above factors have reference to 
agricultural population. Thick population may also be a result of 
the elements leading to the industrial development of a regi an- As a 
general rule, where industries arc localised, population is dense. 
All our industrial centres, like Bombay, Kanpur, Calcutta, etc., arc 
very thickly populated. 

§ 2. HWLTH AND VITAL STATISTICS 

It is clear from the above account that India has a hupc popu- 
laiion to suppojt But wh.at .about the eilicicncy of iisr people ? 
To understand this, we should have some knowledge aiiout th ir 
health and education. These arc discussed in S 2 and S 3 resp-c- 
tivxly. 


19 
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Health 

Healthy population is the basis of a sound national economy. 
The will to prog^ress and ability to achieve it flow from healthy 
mind and body. Physical efficiency of human beings lies at the 
root of the whole economic progress. An average Indian is physically 
weak. This is the result of the great poverty in which he is steeped 
and of his illiteracy, particularly his lack of public health con- 
science. Many of the people of this country do not get even two 
meals a day; and the number of those who can get even this is small. 
The masses of people live in muddy hovels or insanitary rooms, in 
foul dirt and squalor, productive of all sorts of diseases. They are 
also badly and insufficiently clothed. Whatever they are cap- 
able of doing in the interest of better physique, they fail to do 
because of their ignorance and illiteracy. Under the circumstances, 
they lead an unhealthy life and are often visited by various sorts of 
major and minor diseases. The chief major diseases from which they 
suffer are: (1) cholera, which is a common occurrence in eastern 
India ; (2) malaria, which asserts itself in the areas of heavy rains 
and bad drainage; and (3) tuberculosis, which is spreading like wild 
fire in our big industrial towns. Then there are minor diseases 
like plague, kala-azar, hookworm, which are as destructive as the 
major diseases. These maladies carry off thousands of persons 
each year and weaken, many more. All- India Medical Research 

Conference remarked that ^*the average number of deaths resulting 
from preventible diseases is about five to six millions, the average 
number of days lost to labour by each person in India is not less 
than 2 to 3 weeks in each year, that the percentage loss of efficiency 
of the average person in India is not less than 20 per cent and that 
the percentage of infants born in India who reach wage-earning 
age is about 50 while it is quite possible. to raise this percentage to 
80 or 90... The greatest cause of poverty and financial stringency 
in India is loss of efficiency resulting from preventible diseases.’^ 

Vital Statistics 

Statistics or figures relating to births and deaths are known as 
vital statistics. We had occasion to discuss in a preceding chapter 
that the birth rate in this country is staggering; but the death rate 
is also disastrous. Consequently the survival rate is small. 
The table below shows the birth, death and survival rates of India 
in different years. 


Year 

Birth Rate 
per thousand 

Death Rate 
per thousand 

1 

Survival Rate 
per thousand 


35 

25 

1 

10 


34 

42 

10 

1939 

34 

22 

12 

1940 

33 

22 

11 
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It is clear from this table that about 33 children arc born every 
vcar per 1,000 persons ; and about 22 persons per 1,000 persons die 
during the year. Hence the net increase of population comes to 
4 ibout 10 per thousand. Hence the net rate of increase of population 
is 10 per thousand per year, or one per cent. 


This rate of increase is greater than in any other older country'. 
Tor instance, this rate is only 7% in England, Germany and Japan. 
The population of India is already so great that this rate of increase 
is rather serious.i 


Jverag/: Life Time. Human life is very short in our country. This 
factor is a stumbling-block in our economic progress. Death pne- 
rally means the loss of experience and skill of the deceased at_a 
time when he would possibly be of great help in the cconornic 
advancement of the country. The average duration of life in India 
is only 27 years ; whereas it is 43 in Japan and 67 in iNcw Zealand. 
Female and infantile mortality are particularly high and need 
special attention. 



Fig. 40. Average duration of life in India and other countnc'.t 

Fcmnlc Mortality in India 

Death rate among the women in India is vcr>" great. It is very 
high particularly at the time of child-birth- The chief causes of 
high female mortality arc the following : 


1 In new* countries^ where area is Urge but p'^pulation seamy, popubtioa h 
jnereanm: at a fast rate.. In Canada this rate is 13 per cent, in Australia 14 p-r 
cent and in U. S. A. 13 per cent. Bat their population bexni: this 

<ieNTlopnient is favourable for them. 

Taken from Mtnoo Maiani, 0:^- /ei/e. 
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Fig. 41. Showing average duration of Hfc in certain countries. t 

(1) Certain social customs have a disastrous effect on the health 
of our women. Fnrdok s\stem is one of them. It confines our 
women within the house where they hardly e:et either fresh rir to 
breathe and opportunity to take some exercise. It is gratifying to 
note that such injurious social customs are losing their importance. 

(2j The early marriaee system is a much more important factor. 
Girls who are married early become mothers before they are 
physically mature, and catch serious diseases. The consequence is 
that thousands of child*wives march from the nuptial bed to the 
funeral pyre within a short period of their married Hfc. N< rvoua 
debility, tuberculosis and uterine diseases cause havoc amonz them. 

(3) Quack mid* waves who nurse the Indian women at the time 
of child*birth use faulty methods which at times prove fatal. 

(4) Female life is regarded as cheap in this country and generally 
women neglect their health. 

(5) Women working in factories have to attend to their duty 
immediately after the child*birth and just before if, which has dis- 
astrous effect on their health. 

f6) The masses of the country arc poor and arc ill-fed and ill- 
clad, so that once the ccnstitulion of women begins to weaken, it 
often leads to their untimely death. 

Child or Infantile Mortality 

Infantile mortality, like female mortality, reaches serious pro- 
poriions in our country. India has the highest infantile mortality 
in the w’orld. Twcniy per cent of the children born, die before 
they arc one year of age. Infantile mortality is particularly great 


t Taken from Mincso Masani, Our India, 
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an the towns. The table below gives the infantile mortality rates 
of certain towns for the year 1934 : 


City 

Death rates 

Lucknow 


• • • 

... 

329 

Bombay 

• * • 



208 

Nagpur 

... 



270 

C.alcutt.a 

... 

... 


268 

Madras 

... 

... 


2-lG 

Delhi 


... 

... 

199 


The causes of high infantile mortality in India arc the following: 

(1) All the factors which prove fatal to the mother or weaken 
her arc also the causes of infantile mortality ; because the weakness 
of mother passes on to the child. Cliildrcn born ol weak mothers die 
soon after their birth. 

(2) Indian mothers arc ffcner.ally ignorant of the principles of 
mother-craft. Improper feeding and faulty banging tip of children 
is .a fruitful c.ausc of their early death. Diseases like diarrhoea 
.and dyscntciy which arc common among small children often prove 
fatal to the delicate lives. 

(3) The poverty of the masses is another very important factor. 
People not getting adequate food and clothing and living in un- 
hygienic surroundings have to bring up their cliildrcn in similar 
circumstances. They cannot give to their babies pix'pcr food and 
satisfactory environment to grow and develop, and when they fall 
ill, proper medical .attendance is not available. 

(•1) Sometimes mothers have to work in factories. They are 
generally not gK'cn sufficient Ic.avc or maternity welfare before child- 
birth ; .and they arc required to join the factory immediately there- 
after. They cannot afford to absent themselves from factory work dtw 
10 their poverty, Tiic hard labour which they b.avc to undergo 
■causes weakness which also makes their cliildrcn wc.ak. 

(5) Very often mothers do not get time from family dutie:^ or 
ffictcry work to attend to their children properly, Thc.'-e.f'ore, they 
adopt the practice of drugging their children. This causes neWous 
•debility in children, resulting in their early death. 
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§ 3. EDUCATION OF INDIAN LABOUR 

The Psychology of Indians 

Education is an important factor in the determination of effici* 
ency of labourers. It is partly inherent and partly acquired. 

The psychology of the Indian people is instinctively non-practical 
and other-worldly and is prejudicial to economic prosperity, Mr. 
Jadunath Sarkar gives a^ivid account of our mental condition in tho 
following lines ; 

The Indians (if generalisation be permissible in the case of such a vast and 
varied population) are slack-nerved, easy-yielding, awed by the stupendous forces* 
of Nature and the might of Tate, and though generally industrious and sober,, 
apt to be Jed away by occasional outbursts of impulse or passion, habitually 
conservative, believing in tl^e^ wisdom of their ancestors, fond of letting things- 
alone, and inclined to sit under the banyan tree, dreaming of metaphysics : 

Annihilating all that’s made 

To a green thought in a green shade. 

They are essentially mediaeval in their thoughts and as far removed from 
the abstract ‘^economic man” as can be imagined. Some of their very virtues- 
such as the domestic habit, patience, content with little, aversion to a spirit 
of adventure or speculation, and softness of heart, handicap them in the economic 

race,2 

This picture, though overdrawn, possesses some clement of truth. 
Recently a wave of political awakening has spread throughout 
the country which has made our countrymen conscious of grim- 
realities and alive to the necessity of economic advancement. 

Education 

The education of the masses of the country is very unsatisfactory. 
The primary education is meagre 5 hardly one out of every three 
villages has a primary school. It is not compulsory anywhere* 
except in a few hundred municipalities and rural areas. There is 
one middle school per 100 sq. miles, one high school per 315 sq, 
miles, and one arts college per 9,000 sq, miles. Under the circum- 
stances, our labourers cannot attain that mental efficiency in tlic* 
absence of which no lasting progress can be made. 

§ 4. EFFICIENCY OF INDIAN LABOUR 

f.-'* 

Let us now discuss the problem of the efficiency of Indian labour. 
The problems which we have to face arc mainly two : (1) Is Indian 
labour efficient, or inefficient ? (2) If the latter, what are its 

causes ? 

Is Indian Labour Efficient ? 

Whether Indian labour is efficient or not, is sometimes debated, 
though this controversy is superficial. It is moreover a problem of 
advanced discussion, and will be given only a passing reference at 


2 Sarkar, O/'.O/., Ch,L 
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this place. It has been argued by some people that Indian labour 
is probably the most efficient in the world. For, labour in India 
is so cheap that labour cost per unit comes to a very low figure — 
probably it is the lowest in the world. This may be so but the 
argument is not very plausible. Low labour cost is not the criterion 
by which efficiency of labour is to be judged. Efficiency of labour 
is to be tested lay the productivity of labourers per unit of time. 
Labourers producing more or better goods in a given period are 
more efficient ; and labourers producing less or worse goods in the 
same period and under similar circumstances arc less efficient. 
From this point of view, which is the only correct point of view, 
Indian labour is really inefficient. 

Causes of Inefficiency of Indian Labour 

The following arc alleged to be the causes of the inefficiency ol' 
our labour; 

(1) Racial Characlcrislics. Western writers h.ave the habit of 
stating that Indian labourers are inefficient because they come 
from a s*ock having hardly any capacity for industrial work. This 
assertion betrays colossal ignorance of India's past economic 
achievements. Anybody who has some knowledge of the histor>' 
of India can say that this statement is wrong. There was a time 
when India was the most advanced industrial nation of the world 
and her manufactures used to be the best in the world. Our wor- 
kers are the descendants of the s<amc labourers whose nimble fingers 
were celebrated throughout the world. In the British Period 
of our history, the decay of indigenous industries led to .a 
deterioration in industrial efficiency. But once again India is 
marching on the road of industrial progress with set iccih and firm 
determination, and her labour is fast becoming efficient. In Tata- 
nagar, for instance, the labour force was originally drawn from 
wild tribes but has now become so efficient that glowing tributes 
have been paid by foreign observers to its efficiency. 

(2) Climalc. Climate is alleged to be the next factor accounting 
for the inefficiency of Indian labour. This is true to a certain 
extent as the hot climate of our country docs have a weakening 
influence on the human frame. But it must not be forgotten that 
our labourers still have an unusual capacity for hard and sustained 
work; and they live in very rigorous conditions. The workers 
of Korlhcrn India — Nepal, and the Punjab — arc very sturdv, 
though those of Bengal or Madras arc not so strong and touch. 
Moreover, the progress of science and economic advancement of the 
country may lead to the adoption of artificial mca.surcs to make the 
climatic conditions more favourable for work. A spread of elec- 
tricity for domestic and industrial purposes has already led to the 
use of Ians, refrigerators, humidifiers and other such salutary 
devices. 
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(3) General Intelligence:, The next factor which makes for the in- 
efficieny of Indian labour is the low standard of general intelligence 
possessed by the average Indian labourer. The home surroundings 
of our countrymen are hardly educative, mainly because of the 
illiteracy of the parents. Our education system is also not extensive; 
even primary education is not yet compulsory and free everywhere. 
It is due to this fact that our labourers are still conservative and 
immobile. It is absolutely essential that Government and private 
resources are pressed to the service of education so that the 
standard of general intelligence of the labourers may rise. 

(4) Education, Lack of education, general as well as technical, 
is another important reason of the inefficiency of Indian labour. 
Because of this deficiency, labourers also lack in cheerfulness, hope- 
fulness and intelligence which greatly increase efficiency. At 
present our education is mainly literary. There is great need of 
t^^chnical and industrial education along both theoretical and prac- 
tical lines. 

(5) Low Standard of Living, The standard of living of the masses 
is very low which makes them weak physically as well as mentally. 
Our labourers live in dirty chawls or bustis where drink, disease and 
immorality arc rampant. Their food and clothing are far from satis- 
factory. The low standard is the result of poverty and illiteracy. 
Poverty is, of course, a many-sided and fundamental problem and its 
solution will require thechange ofalmost entire economic mechanism. 
The spread of education and the popularisation of public health 
conscience may also be relied^upon to do something in this direc- 
tion. Organised attempts should be made for the improvement 
of public health including the supply of pure water, unadulterated 
food, proper medical facilities and the system of insurance against 
sickness. 

(61 WorkingCondilian.r, ^ ing conditions in the factories also 

contribute to the inefficiency of our labourers. Improper ventila- 
tion, defective sanitation, careless colouring dirty conditions and 
such other Factors are common and reduce the efficiency of labour 
physically and psychologically. Factories Act has been made for 
rcmrdyinir such evils but more vigorous efibrts have to be made in 
this direction. Propaganda is also very valuable, and it is really 
unfortunate that it has been neglected in this country so far. If 
capitalists are convinced that the money they spend in improving 
working conditions might be more than repaid in the form of in- 
creased production, they -will themselves take the initiative in this 
direction. 

{7} Hours of Work, Hours of \s'ork, if long, deteriorate cfTv iency. 
This has been the cause of some importance in reducing the effi- 
cicnev of our labourers. Recently various factory laws have 
shortened the hours of work, but they are still too long for a country 
like India which has hot climate. It has been aptly remarked that 
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the slackness and listlessness of Indian labourers arc a form of pro- 
tective device which they unconsciously adopt to prevent constitu- 
tional breakdown, which strenuous labour for long hours would 
■otherwise inevitably bring about. 

(8) Labour Turn-over. Indian labourers, as a general rule arc 
not full-ficdged labourers. They are essentially cultivators. They 
■come to work in factories only when their fields do not require 
their services ; and as soon as sowin? and harvesting set in they, leave 
their factory work and return to their fields. This migratory 
character of Indian labourers chcc<s (he attainment of cfl'icicncy. 
Indian labourers can be made permanent, if industrial life begins 
to provide healthy conditions of living, suitable for family life 
as well as sufficient wages for its maintenance. 

(9) Self-Satisfaction. Our labourers are temperamentally self- 
satisfied. They lack the. discontentment which leads to economic 
progiess. Their outlook is essentially other-worldly and they care 
just for a living wage. If wages arc increased beyond this limit 
in order to induce them to work more efficiently, they actually 
begin to absent themselves more frequently than before, because 
less work can now give them the desired income. ^Vith proper 
propaganda and education they should be made to attach grc.atcr 
importance to their material wants and material well-being than 
what they have hitherto done. 

(10) Efficiency rf Orgamsers, India lacks organising capacity. As 
■such we have to import foreign skill for the purpose. Foreigners 
arc not very efficient organisers. Thc.climatc of this country rarely 
suits them. Moreover, they arc used to efficient labourers in their 
own countries, ard Indian labourers appear to them inefficient weak- 
lings. \’cry often they become careless because they' arc paid 
considerable sum*^ in advance and cannot be easily turned out. 
Rarely is an efibrt made to find out the suitability of a labourer 
to a particular task and the allotment thereof to him. Again, tools 
and machinery that arc used arc not always suited to labourers. 
The iisc of defective macinnery, it must be realised by our capiial- 
ists. is a false economy. We can improve the standard of organi- 
sation in^ this country if we send our own countrymen .abroad 
for requisite training and see that they put into practice the 
katest advances made in the science and art of organiration and 
management. 


TEST QUESTION.^ 

1. tVliB’. do you nicr.n by erruay cf ? yVhnt i:;- c-j ',i:v o,*' 

p.".pu!.-:iica in India ? Aero-ant f.<r i'.s p'rovlnrial variatirr.t. ' 

2 . Write .a fhort no’.': on ‘‘Tlie Health rf the Ir.dL'.:i ro -olr nn-i it:. Ecnr.''-n!C 
Si.cniftr.trro.*’ 

3. W.hat do you m.ern hy vita; nr.ti-dct : Give an i'dea tf the vlttl 
•of Ind;.a. 
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4. Account for the high female and infantile mortality in India, 

5. Suggest the reasons for the inefHciency of (he Indian labour. 

EXAMINATION Q3LJESTIONS 

XJ. P,, Inter. Arts; 

1. Density of population figures are given for some stales of India : 

Density per sq. mile. 


Rajasthan 

91 

Uttar Pradesh 

5f5 

Bengal 

780 


Account for this difference. Give reasons ? (1951). 

2. ^Vhat is meant by density of population ? Give reasons for unequal density* 
of population in the different parts of India. (1950, 1948) 

3. '’The Indian industrial worker is less efficient than an American worker/' 
Do you agree with this view ? If so, give reasons. (1950) 

4. Write a note on Vital Statistics. (1948) 

5. Explain the causes of high infantile mortality (a) in India in general^ (6) 
in industrial centres in particular. What measures can be adopted to lessen the 
evil ? (L A., 1944) 

8. India presents examples of t'cry high and vcr>* low densities of population. 
Explain the factors that account for these wide differences. Do you agree with 
those who maintain that India Is overpopulated ? Give reasons for your answer. 
(I. A., 1943) 

7. What arc the causes of inefficiency* of Indian labour ? IVhat remedies* 
would you suggest ? 'I. A., 1941) 

0. What do you understand by ‘infantile mortality'? Explain the puses 
of the high infantile monnh'ty rate in India. Suggest measures to check this evil. 
(I. A , 1940) 

XJ. P., Inter. Com. 

9. On wljat docs efficiency of labour depend ? How' can you improve the 

efficiency of Indian labour ? (1948) 

10. The efficiency of Indian workers is lower than that of workers of tire othet 
induswial nations. What arc the causes of this lower efficiency ? Suggest rcmcdic* 
to improve it. (3943) 

U. On what docs the efficiency of labour chiefly depend? How does the 
employer contribute to the efficiency' of lire employed ? (1941) 

Raj. Bd. Inter. Arts, 

12. Discuss the factors on which density of population in several p.arts of India 
depends. (19H) 

13. Explain fully the chief (actors which affect the efficiency of labour in 
India. (1940) 

Nagpur Inter. Arts. 

14. Discuss the main causes of the difference in the density of population ir» 
the difTercni pans of India. (WO) 

Nagpur Inter. Com. 

15. Explain tlie eronomic eff ects of caste system. Are you in fasmir of or ag.tfrnr 
its eoniinuancc ? Give reasons in support of your ansvvrr. (1918) 

Sag.nr Inter. Art^. rr," «> 

16. How do you account for difTerences in density of i>'f-r.iUihn m 

parts of India ? (19»9Suppd 
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Sagar Inter, Com. 

17. Why is the Indian labour inefficient ? Suggest some methods to increase 
his efficiency. (1949) 

18. Write a note on Density of Population, (1949) 

19. Account for dificrenccs in the density of population in the difTcrcnl parts- 
of India. (1948) 

Banaras Inter. Arts. 

20. 'Areas of heaviest rainfall coincide with the areas of densest population/ 
Discuss the above statement fully and account for the distribution of population 
in India. (1948) 

Banaras Inter, Com. 

21. Account for the comparative inefficiency of Indian labour. Suggest 
methods to improve the efficiency of Indian labour. ( 1946) 

Poona Inter. Arts. 

22. Discuss the Malthusian Theory of Population. Is India over-populated ? 
(1949) 

Trax’ancorc Inter. Arts. 

23. Population, if unchecked, tends to groxs’ faster than food supply. Examine 
this with special reference to India, (19‘13) 

24. On what factors .docs the efficiency of labour depend? To what extent 
arc they present in India. (1943) 

Other Examining Bodies 

25. What arc the economic effects of early marriage and caste system in 
India ? (Punjab, I. A., 1937) 

26. What has been the growth of population in India in llie present century ? 
Explain how an increase of population in an old agricultural country inllucnce the 
following : 

(a) Value of agricultural products. 

{^) Ifcntofland. 

(c) Income per month. (Eunjab. I. A., 1933) 

27. What is meant by *^cffic\cnc\’ in prtxiuction ?" Give an idea of the rondi • 
tions of the facion’ labourers in Delhi. Indicate possible lines of improvemenir. 
with a view to increasing their cfucicmcx*. (Delhi, I. A., 1933 ) 

Rajputana Board Im, Arts. 

28. Consider the influence of the ca^te s\Ttcm on mobility of labour. Show how 
inohility of labour increases efficicncx*. (1. A., 1944) 

29. Fully explain why the Indo-Gangetic plain ’s thickly pr?pulated. What 
inference, if any, can xau draw from the fact that the dcnrjiy* of Beni'al is almoit 
cqiual to that of England ? (1. A., 1944) 

so. In what manner does the standard of living affect the cfTicitncy of labour ? 
Illustrate your answer from Indian example*^. (I. A., 1942) 
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1. Fixed and Circulating Capital 

Capital may be fixed or circulating. Fixed capital is of a 
permanent and durable nature, and is used in production over and 
over again. Buildings, machinery and implements arc some of the 
examples.^ Fixed capital may, then, be defined as the capital 
%\hich exists in a durable shape and ^vhich is used in production 
repeatedly for the performance of the same function. Circulating^ 
capital is capable of rendering service to production only once. 
For instance, tallow and alkali which are used in the manufacture 
of soap, can be thus utilired only once ; they cease to be tallow and 
alkali after their first use and cannot serve that purpose acain. 
Circulating Capital may, then, be defined as the capital which is 
consumed in its first use in proc uction and cannot be used more than 
once for the performance of the same function. 

2* Production (or Trade) and Consumption Capital 

Capital which is used in the production of certain article^ is^ 
kno\^n as production capital. Raw materials, machinery and 
buildings are s«'me of the examples of production capital. It is to be 
distinguished from the capital which satisfies human wants directly 
and is known as consumption capital. It includes the goods 
which gives a direct subsistence to the workers as food, clothes, 
and light. 

3. Sunk and Floating Capital 

Capital which is specially designed and specialised for a parti- 
cular purpose, so that it ceasf's to remain fit ibr any other purpose,, 
is calhd sunk capital. Cajiital invested in making a bridge ^ir in 
manufacturing a railway engine is sunk capital. But the capital 
which is not so specialized in its application and can be transferred 
from one productive use to another is known as fl >ating capital. 
Cash and raw materials arc the examples of floating or uns^^cciaU 
ized capital. 

4. Material and Personal Capital 

When capital is embodied in a tangible material object and can, 
as such, be purchas’d and sold, it is known as material, d he 
qualities of nn individual, all t osc cn^rgi s, facultirs and habits 
v/hich contribute to make a person efficient and cannot be trans- 
ferred to any other person, arc known as personal capital. 

5. Rcmuncratory and Auxiliary Capital 

The capita! used in the paymeM of wages to labourers i^ known 
as rcmuncratory’ capital ; while that xvhich helps labour in prodiic- 
lion- like tools* and mischin^ ry, called auxiliary capital. 


^ 5. or CAP/Mt. 


Efficiency of capital depends upon ( 1 ) its 
tivc purposc'to which it is put, and (2; the met 


frr 

ho.ls of ittr 


the pr^Kbjc- 
appfka'i -/n. 
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1. Fitness 

By ^tness is meant the suitability of capital to the productive 
purple’ to which it is devoted. This suitability depends upon the 
characteristics of capital and the nature of its employment. When 
botli these factors are agreeable to the purpose in view, cfhcicncy is 
achieved. An illustration will make the point clear. Suppose a very 
big building, sufheient to accommodate gigantic machines and 
thousands of labourers, is converted into a big' factory, it will be quite 
cificicnt for that purpose. But if the same building is used as the 
workshop ofa small artisan, it will be too costly and spacious to be 
called cfheient. 

2. Methods of Application 

The method in which capital is used also determines its cfllcicncy. 
If a machine is handed over for operation to an unskilled labourer, 
he will not be able to make its best use ; under his charge the machine 
is bound to icmain inefneient. Good materials and good tools arc 
certainly great aids to efficient production, but they can achieve 
efficiency only if they are used by skilled labour working undtr good 
management. 

§ 6. ACCUMOI.ATION OF CAPIT.AI, 

\X’c shall now consider what arc the factors which govern the 
accumulation of capital. As J. S. Mill observes, “Since all capital is 
the product of saving, that is of abstinence from present consumption 
tor the sake of a future good, the increase of capital must depend 
upon two things — the amount of fund from which saving can be 
made and the strength of its dispositions which prompt to it.”^ In 
other words, the accumulation of capital depends^upon (!) the ability 
to save, and (2) the willingness to save. The following chart is 
illuminating in this respect : 

ACCUMULATION OF CAPITAL DEPENDS UPON 
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Ability to Save 

Saving is possible only if one's income is greater than one’s ex* 
pcndiiurc. If a man spends Rs, 200 per month and his income is 
exactly equal to that amount, or less than that, he cannot afford to 
save anything* But if the income of the same man rises to say 
Rs* 250, he can save Rs. 50. It is the surplus of production over 
consumption, then, which gives rise to capital. Such surplus may 
acetue either from increased production or from more economical 
consumption* 

T/i’C C(7se of The ability of our countrymen to save is neg- 

ligible. This is due to the fact that the income of the majority of the 
people is very small. In a previous chapter we have given figures to 
show that the income per head is among the lowest in India. It comes 
to lls. 255 a year, which is barely sufficient for maintaining a person 
even at the subsistence level. Under the circumstances capitafaccu- 
mulation cannot be expected to assume any considerable .scale. It is 
only a few rich people of the country, whose income for exceeds 
their expenditure, who arc the accumulators of large amounts of 
capital such as it exists in this country. 

Willingness to Save 

The excess of income over expenditure docs not of itself lead to 
the creation of capital. There must also be a willingness on the part 
of person concerned to save money, that is, to put it to productive 
purpose. The willingness to put the surplus money to such ^ purpose 
is influenced by two sets of causes : (1) subjective considerations^ /.c,, 
personal factors : and (2) objective considerations, /.<?., conditions 
prevailing within the country. We shall discuss them below. 

L Subjective Considerations or Personal Factors 

The important personal factors which prompt men to save money 
arc the following : 

(1) Prndtntial Cmudtratkns or Foresights Men sometimes save 
money as a provision against sDnrie contingency when their income 
might stop or diminish due to some reason or the other. Factory 
workers, for instance, try to save some money which might support 
them during the period of unemployment or illness. In old age, too, 
one’s earning capacity seriously deteriorates or comes to an end ; and* 
money is saved to be of help in such a time. People also try to save 
money with a view to leave something to their dependents after -their 
death. These prudential considerations which lead men to save money,, 
cither for the * ‘rainy day” or for their dependents, constitute what is 
generally called Joresights 

(2) Soew! and Political Considerations* In the modern age 
capitalism, it is wealth or capital which brings prestige, respect and 
power in social sphere . and political life* The desire to command 
esteem and wield influence is an important cause of the accumulation 
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of capital. The greater the esteem in which capital is held and the 
higher the social and political power which it is capable of giving, 
the greater will be the strength of this motive. 

(3) Ecor.oKtc Censiurction^, There are certain important economic 
considerations which also lead to an accumnlalion of capital. The 
first of these is the desire to earn interest. The higher the rate of 
interest, the greater is the inducement to save money. The second 
motive is the ambition to succeed in business. A businessman com- 
manding large capital finds the gates of success open for him ; while :t 
businessman with small capital is seriously handicapped in several 
ways. Capital is as such also accumulated with a view to excel oneV 
business competitors. 

(4) Ttriptrr.rr.-r.ial Cnuidcrcilms. There arc some people with whom 
saving is a habit and is as assertive as any other habit. Just as they 
cannot live without eating and drinking, similarly they cannot probably 
live without saving. 

The Case of India. In India, subjective forces do not generally 
operate very powerfully ; they move only the richer sections of the 
population. The rich and the middle-class people have the desire to 
leave something for their dependents but the poor fail to take distant 
future into account, though the sense of family affection is quite 
strong with all classes of people. The desire to save for a “rainy 
day” shows similar characteristics. The possession of capital certainly 
gives social and politic.al prestige in this country, but people are 
generally illiterate and poor and this ambition docs not become 
effective in the case of majority of them. High rates of interest are 
probably found attractive by them and some of them arc proverbially 
habituated to save money. But so far as the majority is concerned, it 
rarely gets the occasion for exercising its willingness to save due to 
extreme poverty. 

2. Objective Considerations or Conditions within the Country. 

A man possessing the ability to save will like to save only if the 
conditions prevailing within the country arc favourable. The im- 
portant conditions ore the following: 


(I) A man will like to save money only if he is certain 

that his savings can be kept safely. If he fears that’ his savings might 
be taken away by robbers, or be snatched away by unjust tax collectors 
of the Government, or be destroyed in warfare, or be devastated bv 
such natural calamities as earthquakes and volcanic eruptions, his in- 
centive to save will be damped. In early times, life and pionerty 
of the people were not safe ; and the people were conrequcntly 
thriftless. But the spread of civilisation and the csteblirnmcnt of 
organised society guaranteed them adequate protection, r.nd capita! 
Bccumulatjon on a large scale is an rxcomp'/uhed fact luaw. Irfour 
country the^ brca'c-up ol the M’oughal Empire raw ficcqocrt! wars, 
daring robberies and excessive taxr.tioc w’hieb ctpit»;;:tr qf 
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their capital as sheep is fleeced of its wool. Such insecurity made 
people spend-thrift and reckless, and capital accumulation was meagre. 

(2^ hiicililies for hwtsfrfjtitf. People can put their money 

to productive purposes only when fields and facilities for investment 
arc available. In their absence the money which is saved will be 
hoarded and will not become capital. In the modern age, however, 
such fields and facilities have greatly increased in number and efficiency. 
Agriculture, industries, transport, hydro-electric works and other 
spheres of production have become highly capitalized and are in 
chronic need of capital. Facilities for investment have also multiplied 
on all sides. Everywhere we find banks, shares and bonds of. com- 
panies, insurance policies, Government securities, all of which have 
greatly increased in popularity and have stimulated the accumulation 
of capital. 

In India, however^ fields of investment are not so large as in 
America or the United Kingdom, but the scope is definitely increasing 
with great rapidity. Large-scale production' in factories and farms, 
large iron and steel and hydro-electric works, big insurance and banking 
^companies, are coming into being ; and capital is finding diverse and 
satisfactory channels of application. So far as investment facilities 
go, they are not very satisfactory at present and lack both in numeri- 
cal strength as well as in efficiency. Joint stock banks are not very 
many, while savings bank and co-operative societies are also few. 

[i) Capable Business wstu People are induced to invest money only 
in the concerns conducted and directed by trustworthy and capable 
businessmen. The business magnates well known for business effici- 
ency and honesty always inspire confidence in the public and large 
funds arc easily entrusted to them without any hesitation. Such per- 
sons are very few in our country. Tatas and Dalmias can be counted 
on the tips of one^s fingers. This is an important reason why capital 
is not very large in this country. Whenever any capable business- 
man starts business, there is no dearth of capital for him. 

(4) B^istence of Money as a Store of l/alue. People will save money 
only if they find that there exists a means of storing value for long 
periods without any loss. In India we have the rupee as our legal 
tender which is a good store of value. 

The Case of India. The willingness of the people of this country 
to accumulate capital .was not very poweful in times gone by because . 
of the political and economic instability, insecurity and such other 
unfavourable factors. Since those times, however, coridittous have 
been changing slowly and gradually. * Since the Great War I in par- 
ticular, there has been a' tremendous Increase in the indigenous capital. 
But still the following femarksi made by Mr. Dudeneyi arc not very ^ 
wide off the mark : ‘ . . 

''Indeed, it is equally the strength and the weakness of the Indian native 
mercantile community that its members possess great wealth, yet fail to use it tuiJy. 
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Even the mo^t wealthy among them arc invatubly subject to the inhciitcd pnd 
ineradicable oriental habit> bred of cruel ntccj^rity of hiding their rtmney 
such highly pouablc, convenient and easily hidden investments as jewellery and 
precious stones. If ever an Indian Pierpoint or Morgan arises be will not buy old 
masters, but will put his hcait and his money jnit> the collection of priceless 
diamonds^ pearls and rubies. That is what every native capiialiM docs in his 
degree, and therefore^ it should not be assumed that his credit is to he ga\:gcd 
only by the paper securities he can lodge wuh the banks. 

§ 7. MACniXEKY 

ISfachincry represents the important form of capital. Machinery 
has contributed to a great extent to the modern cirilir.ation inas- 
much as it has enabled m^n to subdue Nature, Machinery has 
created a revolution in the sphere of production and has increased 
productive capacity tremendously.- The modern machinery is a very 
complex and gigantic instrument of production and has been giadually 
evolved out of the very simple tools first designed by the primitive 
man. Agriculture, manufacture, transport and other husinciscs have 
become highly mechanised. Such an important role docs the machinery 
play in the modern economic and industrial organisation and so funda- 
mental and far-reaching arc its repercussions on social life that the 
present age is often described as the Ag* oj Mcchvitry. 

Advantages of Muchincty 

The imrodvretion and use of machinery on a large scale have 
brought about fundamental changes in our economic system. The 
chief advantages of machinery arc discussed below : 

(1) Machinery increases the power of man over Nature- There arc 
several ta<ks which man cannot possibly perform or can perform 
only inefficiently ; but they can be done very easily and efficiently by 
big machinery like steam-bammerv cranes and floating docks. Mach- 
inery have enabled man to compel Nature to release her forces for 
the benefit of mankindl 

(2) In the absence of machinery, continually repeated motions, 
involved in certain jobs, strain human muscles and often cause mono- 
tony or even premature death. Such arduous work is now done by 
machinery which have thus spared human beings from terrible results. 
The common examples of monotonous w*orl: arc the folding of news- 
papers and the feeding of papers in a printing press, both of which arc 
now done by machinery with speed and precision. 

(3) Machinery can unleash super-human energy and thus incrcare 
the quantity of output tremendously. They also improve the quality 
of output in certain respects. They have made output uniform .and 
have introduced an era of mass production- Mere hands can rarely 
make two things similar ; but machinery can forge them exactly alike. 
The stanaardiraiion of output, has brought in several advantages, the 
most inv^ortant ot which is the possibility of the intti-changeabifitv 
of the parts of machinery. 


Shrank M. Duicn:v, 7 v 
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(4) jMachincty make largc«scalc ptoduciton possible and ensure the 
availabilicy of consequential internal and external economies. Output 
is thus increased at reduced cost per unit, 

(5) Machinery save time and give rise to greater leisure. This 
leisure may be used for reading, recreation, spiritual development 
and other useful activities. The following diagram shows this fact 
clearly. 



Before the introduction of rnachtnery After the introduction of machinery 
Fig. 43 — Showing how machiocfy saves time. 

(6) Machinery have enabled unskilled labourers to do the tasks 
which could formerly be done only by skilled labourers* Disgusting 
and disagreeable work, like that of a sweeper, is also taken over by 
machinery. Very delicate and fine work, which human eyes and hands 
can do only with great difficulty and with rare success, is performed 
by machinery with great ease- There are machines which can even 
measure the diameter of a hair. 

(7) Machinery increase the intelligence, resourcefulness and res- 
ponsibility of workers. They give to labourers command over their 
eyes and hands. Labourers also increase their knowledge when they 
learn the working and mechanism of machinery. 

(8) Machinery have increased the mobility of labour from one 
occupation to another. As the mechanisation spreads, the ability of 
labourers to move also increases proportionately. 

Disadvantages of Machinery 

Though machinery have about so many advantages, their effects 
have not been altogether beneficial. They have been responsible for 
the economic, physical and moral degradation of workers. Such 
disastrous results have often led to rebdiions among workers during 
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the course of which they have typified machinery as their £:rcat 
enemy and srhashed them into pieces. But it is now gtowingly rea- 
lised that in the long run these disadvantages arc more than amply 
repaid. The chief shortcomings and disadvantages of machinery arc 
mentioned below : 

(1) The greatest argument given against the introduction of 
machinery is that they displace labour. Machine is a ‘labour-saving 
device’ in the sense that it can do the work of a large number of men 
who are thrown out of employment when machinery is introduced. 

This of course happens in the carlicri stages of the introduction 
of machinery. But later on the displaced labourers get employment 
on better wages and under improved conditions than before. This 
happens because the demand for labour increases later due to the 
following factors : («) Machinery reduces the price of goods. Reduc- 
tion in price increases the demand for them. The need of producing 
more goods gives employment to labourers, (/) To produce more 
goods, more machines ate required, to manufacture which more 
labourers arc employed, (r) More raw materials arc also needed for 
turning out increased quantity of goods and labourers arc employed 
to produce more raw materials. The demand for labour thus increases 
after some time and the displaced labour finds employment on good 
terms. (This reasoning is, however, true only if the machinery is 
manufactured in the same country in which it is used. If, on the 
other hand, machinery is made in one country while it is used in 
another, the labour of the latter may be thrown out of employment 
and may not be rc-cmplo\cd.) 

(2) Machinery make skilled workers semi-skilled machine opera- 
tives. For instance, before the introduction of machinery in our 
country, Indian weavers were famous for their art. We hear of the 
fine Dacca musiin, 20 yards by one yard, which could be made to 
pass through a finger-ring and required six months for manufjcturc. 
Such artists arc not to be seen now. They have all disappeared be- 
cause thetc is no market for their products now. Their articles arc 
better in quality than the factory articles but the latter arc very cheap 
while the prices of the former arc almost prohibitive. High class 
hand-made articles do not sell now and skilled artis.ans have been 
compelled to work in factories as semi-skilled labourers. 

(i; Machine-made articles arc not as beautiful and artistic as some 
hand-make goods. The most artistic articles are still produced by- 
hand. For instance, high-class and beautiful silk m’’// arc usually- 
woven on hind-looms. Machinery, by their verv nature, cannot 
■devote that individual care and attention to minute details without 
which high-class artistic work cannot be produced. 

{■?) Machinery have been the cause of much phytjea] and .moral 
deterioration. Introduction ti machinery has led to congested and 
over-crowded towns where labourers hive to live in ditty q'uaners and 
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to.spcnd their lives in rceking^ festers of the slums. In such habitations; 
drinking habit, excessive sck indulgence, gambling and other social 
evils find free play and unfettered nourishment. As consequences of 
mechanisation have followed the ‘sweating* of labour, over-exertion 
of the adult and undue strain on women and children. The moral 
independence, sense of security and self-reliance of labourers arc now 
things' of' the past. The poor machine-tender can be ^fired* at a 
moment’s notice and he has to starve during the period of unemploy- 
ment. 


(5) Machinery have led to large-scale production which, in turn,, 
often leads to over-production, />,, production in excess of demand. 
Over-production leads to a ‘glut* in^tbe market, shrinking prices and 
economic depression. 

This allegation is, however, incorrect. Careful examination 
shows that over-production is not the result of large-scale production* 
of machinery, but of miscalculation on the part of the producers. If 
the demand could be exactly anticipated and measured and if the 
activities of individual producers could be thoroughly regulated, there 
could not arise any opportunity for over-production; but since this- 
is not an accomplished fact, over-production is a frequent occurrence.. 

On weighing the advantages and disadvantages of machinery, 
theoretically as well as practically and considering the history of eco- 
nomic development of the various countries of the world, we feel 
convinced that the salvation of our country in the present age lies ia 
rapid mechanisation. 


TEST QUESTIONS 

Explain and define capital. Is there any difiercncc between saving and 
capital ? Is money capital ? 

2. What arc the characteristics of capital ? 'Land is capital.* Comment, 

3. Discuss the importance and functions of capital in production. 

4. Write short notes on : (1) Fixed and circulating capital ; (2/ Production 
and consumption capital 5 (3; Sunk and floating capital ; (4) Matctial and personal 
capital; (5; Remuneiatory and auxiliary capital. 

5- What arc the factors on which efficiency of capital depends ? 

6. What are the factors on which the accumulation of capital depends ? 
Discuss with special reference lo India, 

7, Discuss the advantages and disadvantages of machinery. 

EXAMINATION QUESTIONS 

U. P. Inter. Arts 

1. Define the term Capital. What are the conditions for the growth of 
capital in a country ? Illustrate your answer with special reference to present 
conditions in India. fI95I) 

2. -Define carefully the term Capital. What part does it play in production' 
in modern times ? (1948^ 

3. Write a note on Fixed and Circulating Capital. (1948) 



CAPITAL 


553 


4. Difine the term Capital ; and distinguish between fix:d and citculatinp 
capital. Discuss the importance of capital in Indian agriculture. (1912) 

5. Discuss the advantages and disadvantages of the use of nuchincry. (191 1) 

U. Pa, Inter. Com, 

6. Discuss the conditions which alTcct the accumulation and growth ofe^pitaf. 
How tar do such conditions exist in India ? (IVSl) 

7. D:.rtnc the term capital. Disungiidi between fixed and circulating 
capital. Arc the following capital ; (a) seed corn, hoarded rupees, goodwill 
of a business T 1 

8. Discuss the advantages and disadvantages of the use of maclu’ncry in 
modern production. fl943} 

9. Define capital and distinguish between fixed and circulating capital. Do 

you consider the following capital : goodwill of a business, (^ii) the skill ul a 

doctor, \^iii) the miser’s Wk:altn, {iv} a house, and (^v) me inicllccr ol a teacher. ? 
(1941) 

U, P. Inter, Agriculture 

10. Whit is capital ? How do you calculate annual depreciation charges in 
the following cas:s ; \,a) farm building, {h) machinery, (c) litcsiock ? (1948; 

Rnjpiitana, Inter, Arts 

11. Wnat is capital ? Discius the factors rcsporisibic for the accumulation 
of capital. (1948) 

12. Capital is divided into fixed and circulating, specialised and free capital. 
Give examples of each ^ort of c.apiut (1943) 

13. Discuss the advantages and disadvantages of the application of machinery 
in production, (1941) 

Rnjputana, Inter. Com. 

H, Wnat da you un Icrstand by the term capital r Iniicaic the condiiioas 
that determine its supply and examine to what extent these arc fulfilled in our 
country. (1949) 

15. Wriic a note on fixed and circulating capital. (1946; 

Patna, Inter. Arts 

16. Define Goods, Wealth and Cipital. What arc the features which 
distingui>h them from^ach other ? (1948 S; 

17 Explain how capital htlp^ produciioa 1 What arc the inxniivcs for the 
supply of capital ? (1948 S; 

IS, Do you think that the use of machtnerv causes uncmplovmcnt 1 What 
are the advantages of the use of machinery ? (1347 S) 

19. Examine the Cifect*; of an increased use of michinerv in any pinicu^af 
industry (a) on the workers and (b) on the consumer? of the commodity. 11946A) 

20. What arc the various effects of introduction and x:tc of michinrr% . n945A'' 

P.atna. Int. Com. 

21. What ate the factors which irnuence the accumulation of cupitsl? (1941 S) 

22. Examine the effects of increased use of mschinery in «ny irsduitrv (a) on 
the wotkeu and ^b) on the consvtm rs of that camm:>iiry (1949A) 

23. \N\d?e a r:are on Capital. (1949 A) 

24. What do you mean by Supply of r On whet fictorr dcK' th- 

? (194SA} 
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BanaraS/ Inter, Com. 

25. '■'Machine is a mixed blessing to industry." Discuss fully, (1949) 

26. Write a note on Fixed and Circulating Capital, (1949, 1946) 

27. Define capita). On wbat conditions docs its ^eown depend ? (1948) 
Nagpur Inter. Arts, 

28. Define fixed and circuladng capital. Give a few examples of fixed and 
•circulaung capital in a cotton factory and a printing press, (1949) 

29. Describe the nature of cap'nal. hxplain the part played by capital in the 
•production of wealth, (1948) 

30. Capital is accumulated labour. Explain this statement. Name two com- 
modities which are at times capital and at limes only wealth. (1947) 

•>fagpur. Inter. Com. 

31. Capital is accumulated labour. Explain this statement. Name two com- 
modities which arc at times capital and at times only wealth. (1947) 

32. How docs capital come into existence? Exemplify from India, (1946) 
Sagar, Inter. Arts, 

33. What are the factors that help the growth of capital in a country ? How 
can you increase the total supply of capital in India ? (1950) 

34. Write a note on Fixed and Circulating Capital. (1949) 

35. Write a note on ‘Functions of Capital.’ (1848) 

'Sagar, Inter. Com. 

36. Give your views on merits and demerits of machinery with special reference 
to Indian conditions. (1950) 

37, Write a noie on Fixed and Circulating Capital. (1949S) 

38. “Machinery is a mixed blessing to industry." Discuss fully. (1948) 

39. Write a short note on Wealth and Capital. (1948) 

'Travancore, Inter, 

40, What factors promote the growth of capital in a country ? How far are 
they present in India ? (1943) 

Panjab^ Inter, ^ 

41. Distinguish belw-en wealth and capital and bring out clearly the nature 
and functions of capital. .(1950) 

42, How. does capital grow in a country ? Illustrate your answer with 
•reference to India. (1949) 

43, Do you consider the use of machinery in India to be (a) absolute neces- 
sity or superfluous^ (b) blessing or curse. (1949) 

Delhi, Higher Secondary, 

44, What is the distinction between wealth and capital ? Explain the nature 
of capital and indicate the conditions which govern the growth of capital in 
a country. Illustrate your answer with Indian examples. (1951) 

45. Write a note on Circulating Capital. fl951) 

46. “Indians are more thrifty than Englishmen, and yet it is the capital of the 
latter that has built railways and other great works in this country." How do you 
account for this ? Enumerate the causes that have retarded the growth of capital 
in this country, (1948) 
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Normally it may be presumed that an independent cntrcprrncur docs not make 
less than a manager of like abilities, and perhaps he docs not nuke much more* 
If the remuneration of the manager is just equal to the amount which he produces, 
then the remuneration of the entrepreneur is not very ditu rent from the amotin? 
he produces — 

Business of every size and description involves a certain amount 
of*risk^ or what is called in Hindi johhiri. A businessman has to 
nnticipatc or forecast the quantity and quality of goods likely to be 
demanded in the market in the near future, and to produce or purchase 
goods in the light of this estimate. If, due to some reason or the 
other, his forecast goes wrong, he stands to suffer a loss. For instance, 
a mili-owncV may produce goods of a particular kind i ^ the hope 
that they will be in demand ; but the demand may unexpectedly shift 
from the mil! cloth to the hand-woven cloth. The goods produced 
by the said mill will not then be sold and the mill-owner will suffer 
a loss. Similarly the actual cost of raw materials, the rate of interest 
and the rate of wages may exceed the anticipated cost, with the 
result that the cost of production may rise unexpectedly and a loss 
ma^ result. Just as a business stands to lose, similarly it stands to 
gain as well. It may earn huge profits if unforeseen favourable 
events occur. Evidently there is an element of ‘uncertainty’ in the 
business. Thi< j(^ctor cf cr risk is cailcd Ij ecCfKrmists 

prist\ The person who undertakes the r/sk or bears the uncertainty 
is known as the cnftcprcncs^^d 

Enterprise and Organisation 

Some economists think that organisation and cnicrprifc arc inter- 
changeable words ; and these two functions are performed by one 
and the same man who may be called either an entrepreneur or an 
organiser. This opinion is incorrect inasmuch as ihc>c functions may 
or may not be Combined in one man. The joint stock company ir. 
the most typical business unit of the modern age, and in it the function 
of organisation is undertaken by paid managers while the function 
ot lisk-tahmg is pcrfornird by shareholders. Apart from this objec- 
tion ot a practical natine, it may be added as a ihenrrtical argument 
that in theory the function*^ of organisation and risk-taking arc definite- 
ly separate and can be conceived seraratcly. As such, it is better to 
consider them as two ditfcrent factors of production. 
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§ I. FUNCTIONS OF THE ENTREPRENEUR 

In the domain of production, enterprise plays an important role* 
No production is possible unless somebody is prepared to bear the 
risk which production involves. This is more so today than it has 
been ever before. Nowadays demand has to be anticipated and goods 
have to be produced according to such anticipation. The anticipation 
or forecast depends on a large number of variable factors so that no 
finality can be attached to the estimates. The element of risk in 
modern business can, therefore, be well appreciated. As markets are 
growing larger and uncertain, as the proceises of production are 
becoming increasingly complex, lengthy and round-about, as consumers 
are being led away more and more by vagaries of fashion, and finally 
as new inventions are inctcasing and methods of production are being 
revolutionized, the element of risk in business is also increasing. 
And the importance of enterprise and of entrepreneur in the modern 
economic society has become supreme, 

TEST QUESTIONS 

1. Explain the meaning of enterprise. 

2. Should enterprise be distinguished from organisation ? Why ? 

3. Discuss the part played by entrepreneur in production. 


EXAMINATION QUESTIONS 

U. P,, Inter. Arts 

1. What arc the necessary qualities of an ideal entrepreneur ? Give the 
names of some of the successful entrepreneurs of India and U. S. A. (1949) 

2. What are the functions of an entrepreneur in modern industry ? 

far these functions are performed by the village artisans in India ? (I. A., 1938) 

U. P*, Int. Cbm. 

3. What arc the functions of an entrepreneut in modern industry ? (1942) 
Raj., Int. Arts 

4. What are the functions of an entrepreneur in modern industry ? (1948)^ 

Sagar, Inter Arts 

5. Explain the functions performed by entrepreneurs in the present indus- 
trial structure of India, (1950) 

6. Who is an entrepreneut? What are his functions ? (1948) 

Sagar, Inter. Com. 

7. Explain the functions of entrepreneur in modern industry. (1950) 



CHAPTER 59 
ORGANISATION 

Along vfitli advAOcc of organisaiion, every part/ more 1 mited in it’: office, 
perform*; its office better ; the means of cxclunginc ; brnifits become greater ; each 
aids all and all aid each wth increasing efficiency, and the total activity we call 
life, individual or national, augments. — Ihrh/r! Speertr. 

§ I. MEAN’IKG or ORG.^KISATIOS 

We have so far studied the four factors of production, namely, 
land, labour, capital and enterprise. We shall now consider the 
different ways in which production in our days has come to he orga-^ 
nised. We have studied, so to Say, the nature of the variou*. parts of 
a machine and .shall now discuss” the different ways and methods of 
putting these parts together and learn how they act as a unit when the 
whole machiac is set up. 

Production, whatever be its nature and scale, b.is to be properly 
organised. Even sO simple a producer as a small vegetable-grower 
has to procure good seeds at a cheap rate, decide how much land will 
be cultivated and what will be grown thereon, arrange for manuring 
and watering, and look to profitable marketing of the vegetables 
grown. These functions become complicated and numerous in a typical 
factory of today. The nature and importance of these functions, 
collectively known as organisation, • show that efficiency of production 
must largely depend upon proper organisation, upon proper assembl- 
age of the various factors of production in most effective proportions. 
Orj^anisation trir.y, then, be defined as the attempt too'ardr brinpinp iKe various 
Jasters of production into the most effective co-operation. 

Pl.ncc of Organisation in Economics 

In the early days of the developmcnr of economic theory, organi- 
sation was not considered to be a factor of production. It dors not 
mean, however, that in those times product -'on was carried on, or 
could be carried on, without organisation. As a matter of fact, some 
sort of organisation is traceable even in very primitive forms and 
methods of production. But organisation was not very importa.it 
in the industrial life of those days, so that it did not attract the atten- 
tion of economists. With the progress of society, however, organi- 
sajon began to acquire importance. Large-scale production, division 
ot labour, international markets and such other economic complexi- 
ties pushed the importance of organisation to 'the forefront. It is 
now realised more than ever before that the agents of production 
cannot achieve much unless they arc in e.ffectivc co-operation. Their 
strength lies in their union under one management which wil! assume 
lead in production and endeavour to utilise all the factors so at to 
achieve the best results and obtain highest retuGnt. Ora'an-sition has 
ROW come to occupy =n impo.nsnt place in the theory cf Economics. 
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§ 2. THE FUNCTIONS OF THE ORGANISER 

The task of an organiser, it may be emphasised, is not limited to 
the mere assembly of the various factors of production ; for he has 
to perform many other delicate and important functions as well. 
They may be explained by comparing the functions of a master black- 
smith with the functions of hjs apprentice. The apprentice simply works 
according to the directions given by the master blacksmith. But the 
work of the latter is far more difficult and responsible. Besides devot- 
ing himself to the work of production, he has to collect the necessary 
raw materials like iron and co 1 • When there is pressure of work, he 
has to employ outside workers on the payment of wages. He may be 
required to borrow money, if there is a shortage of capital. Some- 
times it is he who has to find out entrepreneurs who willingly bear 
the risk of the enterprise. Besides combining the services of all the 
factors of production, be has to estimate the probable demand. J\fter 
the collection of the various factors, he has to yoke them together in 
production and to bring them into most effective co-operation. He 
has to limit production according to his estimate of the probable 
demand for his wares when ready. Then he has to arrange for their 
proper marketing. He has to be alert and in touch with the prices at 
which his competitors are selling their goods and to increase or 
decrease the prices of his own goods according to the state of compe- 
tition. All these activities (excluding bis labour in the actual pre- 
paration of the articles) come under organisation. Unlike the appren- 
tice, who is concerned only with a particular task which is entrusted 
to him, the organiser is concerned with production as a whole. 

The above is a simple instance, A study of the functions of the 
organiser or manager of a big factory will throw mote light on the 
importance of his rok and on the many-sidedness of his contribution. 

In every form of production, it is he who combines the various factors 
of production in the most systematic and most profitable niaaner, 
from the initial productive stage down to the sale of manufactured 
articles. Like the general who marshals the forces under his comrriand 
and upon whose efficiency depends the victory or defeat in war, the 
organiser determines the success or otherwise of business establish- 
ment. Specifically his more important functions are the following : 

1. Bringing into co-operation the various factors of pro- 
duction ; 

2. Organisation of labour ; 

3. Provision of necessary tools and appliances ; 

A. Determination of the quantity and quality of product ; 

« 5. The marketing of goods ; and 

6. ‘ Miscellaneous functions. 

(1) T/ie organiser, assembles landy labour y capital and enterprise. This • 
task of assemblage is preceded by an investigation of the most profit- 
ftblcr channel of investing productive resources. After completing 
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this investigation, he has to pick up certain entrepreneurs grilling to 
undertake the business risk. He also persuades capitalists to contri- 
bute their capital to the business. Then he has to cmplop suitable 
labourers and to get proper r.w malcriaU. All this preliminary tvork 
■which must be done before production ^20 begin, is performed by the 
organiser.^ 





rig, AA —Illustrating tliC part playrd by organir^ion in the produaion of wealth. 

( 2 ) Tf:r or^ursisafron cf labounrx h his nc^:t imp:?nnnt function. He 
has to divide labourers into several groups according to their level of 
intelligence, shill and aptitude, and entrust to each group the w'orh 
best suited to it. He has, moreover, to be careful to see that no 
labourer remains idle and none is over-worked. He has to arrange 
production in various stages in such a manner that .ts soon as a 
labourer has finished his part of work on a particular commodity, 
another commodity may come before him immediately for similar 
operation. He has again to look to the proper supervision of 
l.abourcrs while they arc at work ; and to ascertain that the industrious 
and the efficient arc rewarded and the indolent and the inefficient 
penalised. 


(5) Tlf p^c::aff P^cp r Zer//, 
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suited both to labourcts as well as to raw materials on which they are 
used. Machinery have to be keptuptodate and the organiser has to be 
in touch with the mechanical advances made in bis branch of trade. 
’He has also to take proper care that the machinery remains fully 
employed, that the motive power is adequate ; and that 'the skill of 
labourers is well maintained, 

(4) /ihove {iJly the organiser deUrmims the quantity and quality of the 
output. Goods produced are meant for sale ; and business success 
depends upon the profitable disposal of the goods produced. It is, 
'therefore, essential that the goods should be produced in such 
quantity and of such quality as may find a ready and profitable market. 
To perform this function efficiently the organiser has to be in touch 
'with the market conditions and to find out what are the articles in 
demand and what fraction of the total demand can be captured by 
him.* For instance, if an organiser finds that canvas shoes are well in 
demand, and of the existing demand he can manage to secure the 
demand for 1,000 pairs of shoes, then he prepares 1,000 pairs of canvas 
•shoes. In anticipating the demand the organiser has^ of course, to 
foresee the changes in fashion or taste and in the econothic positiou 
'Of the purchasers, that might possibly take place in immediate future. 

(5) The problem of marketing the goods produced is also tackled by the 
organiser. Speedy sale of the goods at maximum price is the ideal 
which he trits to achieve. For this purpose he has to know all the 
markets in which his goods can be sold ; the prices ruling in those 

. markets ; the prices at which his competitors are selling, or can sell, 
their goods ; and such other factors. It is this sort of systematic 
•investigation which gives success to the organiser. 

(6) Besides these, an organiser has to perform a large number of 
miscellaneous ftmttons. He has to observe the principle of substitu- 
'tion and to know the implications of the laws of increasing, decreas- 
ing and constant returns. All these factors have important influence 
'On production. 

§ 3. EFFICIENCY OF ORGANISATION 

Efficiency of organisation is to be measured by the degree of 
•economy in production. The best organiser makes the best use of 
Jthe factors of production and thus nsakes the business yield the 
^highest profit. Efficiency of organisation may, therefore, be defined 
as the capacity to manage production with economy. 

Efficiency of organisation depends partly upon the effidcncy of 
•various factors of production and partly upon the • organising capacity 
•of the organiser himself. The former has been discussed in its proper 
place in this book. The latter is discussed below. 

In order that an organiser may be really efficient, he must possess, 
the following qualities : ‘ , 

(1) Foresight. An oiganiset should be capable of anticipating 
•demand in its quantitative and qualitative aspects. He should also 
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be able to tabc account of the factors that might bring about a change 
in the nature an(5 extent of the anticipated demand* Such taciors may 
be climatic, or soclab or political, or economic* He should also be 
able to visualise the probable cost of production on the basis of the 
cost of individual factors. 

(2) Ability to OrgarJsc L(iho:r. The organisation of labourers i-; 
of great importance in production and requires great skill on the part 
of the organiser. The key test of ihc cfilcicncy ot the organiser is 
his ability to take the best out of each labourer. Ilis altitude should 
not be tyrannical but sympathetic and kind. At the same time he 
should' n'jt allow labourers to imagine that they can be tr fled with. He 
should penalise the weak and lazy labourers and give reward to the 
diligent and cflicient workers. He should create an atmosphere where 
labourers may naturally realise that if they improve their work and 
cificicncy, they will get the lift which they deserve. 

(3) [technical Kfjou'h^^e, An organiser should also possess sound 
technical knowledge. He must know something about the nature, 
kind, availability and price of raw materials used in his business. 
Uplodatc knowledge of practical business and marketing conditions is 
absolutely essential. He should also be in touch with the working 
and mechanism of the machinery. So important is this factor in pro- 
duction that there is a distinct tendency in America in particular and 
everywhere else in general to appoint engineers as organisers. 

(4) Ability to If:splre Confidence. Modern business depends, to a 
fairly large extent, upon borrowed capital which cannot be got unless 
the management of the concern is sound and honest and inspires 
confidence in the hearts of capitalists. An organiser has to possess the 
ability to inspire such confidence. 

All such qualities ate fovind in somz persons while they ate 
absent in others. Poet, it is said, is born not made ; the fame remark 
applies to an organiser. The organisational ability is something God- 
given and is rate, It can be improved through experience and train- 
ing. Just as good crops arc the result more of natural conditions than 
of human skill, similarly successful business is the result more of natural 
ability of the organiser than cf his acquired qualities, 

54. ORG.ANISATION IN INDIA 


The factor of organisaiit n is very deficient in our country. In 
times gone by, this was not so Bat during the centuries of industrial 
backwardness, the old qualities making for efficient organisation 
have been lost. The importanre of organisation, born of its scarcity 
is evident from the fact that the factory industries which are we!) 
organised arc called crj:^j:Kifcd indu^tfln, while the conacre indu: tries 
wliich arc not well organised arc designated as 
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of big and consolidated holdings, lack of petmauent itnprovcmcatsy 
absence of drainage system, want of manure and such other factors arc 
examples of poor internal organisation. The chief ‘deficiencies regard- 
ing the external organisation arc the development of small-scale 
industries which provide subsidiary and alternative , occupations to 
cultivators. . 

Organisation of Industries 

, As said above, our cottage industries lack proper organisation, 
which is an important cause of their backwardness. This is, however, 
not so in the case of factory industries. They are .indeed very, well 
organised. It has been observed about the jute mills that they ^‘are a 
great monument to Scottish enterprise and Indian labour. ^ While 
Indians have furnished the land and labour for growing, and the 
labour for nianufacturing, Scotland has furnished the brains and the 
careful oversight.’'^ Again, “In point of efficiency, organisation of 
the jute industry is perhaps second to none in India’\3 The iron and 
steel industry is also very efficiently organised by foreign organisers. 
The cotton textile mill industry is also remarkable m point of 
organisation, though the foreign element is not very prominent there. 

It is, then, clear that we have imported organisation from fore- 
ign countries and it is as best as it could be under the circumstances. 
In fact, the foreign management has serious weaknesses and shortcom- 
ings. Foreign organisers and managers have to be paid very high 
salaries. They also lose much of their efficiency because of the hot 
climate of this country. Many of them find it difficult to pull on with 
Indian labourers who appear to them inefficient and la;zy weaklings. 
Finally, many of them know that they have been given large sums as 
advances and cannot be dismissed with impunity and, therefore, 
become irresponsible, 

Realising these shortcomings of foreign organisation, our coun- 
trymen have begun to send students to foreign countries to acquire 
practical training in organisation. It is, however, mentioned by 
experts that managerial skill is difficult to acquire but the local talent 
is showing growth and improvement. Stimulated by the requiredients 
suggested by the Indian Fiscal Commission for an industry which is 
granted protection, Indianisation is making progress. 

. . , § 5. PROBLEMS OF ORGANISATION 

> i The most important problems which an organiser has to solve 
^re three; 

. ; 1.. The problem of division of labour (including the localisation 

' ' of industry). 

’2, The problem of the scale of production. 

2 Buchanan, DcveJopmfJi of Capitalistic ^iterprhe in India. 

’^YiW^AfEconofmc Conditions in India. . * * 
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3. The problem of the legal organisation of the I)usinci>s 
concern. 

W^c shall devote the succeeding three chapters to these three 
problems of organisation. 

TEST QUESTIONS 

1. Explain the mcaninp oror^;anisauon. 

2. Give an account of the importance and functions of organi'-ation. 

3. What do you mean by cHicicncy of organisation ? What arc the factots on 
which it depends ? 

4. Give an idea of the availability of organisation in India. 

EXAMINATION QUESTIONS 

U. P./ Inter Arts 

1. What do understand by oritanisation ? Suppose you wnc asl.cd to oiga- 

nh'xtbc cotton hnndloom industry, how will you do it 7 11944] 

U, Pv, Inter. Com. 

2. '^Organisation is the soul of industrial enterprise/’ Discuss this state- 
ment. [1948] 

Riijputana, Inter. AriM 

3. Inilly explain the impoitancc of organiz-aiion and enterpria* in the rnudcin 
system of production. [1944] 

P.unu> Inter. Com. 

4. Illustr.itc the application of the law of substitution f;] in spending 
income, (/•] in organisation of production. [1945 A 1 

Nagpur, Inter. Com. 

5. What do you understand by oryanir^lion ? Give the inipoitant b'fnr. of 

organir.ation. Which of them do you consider to hz most advant.tgco-j^ ? |l9t^) 

Sagat, Inter. Arts 

(k Wdiat arc the chief forms of buvincsi organhation ? De exihe in fu!^ any 
one of them, [1949] 

Punjab, Int. 

7. What part docs the orramr.cr play in pfomotine the econonre ictei t • t cf 
socictv in modem limes ? How fat do vou justify his being called the captiJ-j tif 
Industry* 7 }194S] * ^ , 



CHAPTER 4o ' , 

DIVISION OF LABOUR AND LOCALISATION 

This gtcat increase i 1 the quantity of workj which, in consequence of the 
division of labour, the same number of people aic capable of performing, is owing 
to three different circumstances ; first, to the increase of dexterity ig every parti- 
cular workman ; secondly, to the saving of the time which is commonly'Iosc in 
passing from one species of work to qnother ; and lastly, to the invention of a 
great number of machines which facilitate and abridge labour, and enable one man 
to do the work of many , — Adam Smith, 

§ I, EXPLANATION ANt) EFFECTS OF DIVISION OF LABOUR 

The first important problem with which an organiser has to deal 
is the division of labour. He divides and sub-divides the entire labour 
force into a number of groups, each performing one complete or 
incomplete process. One labourer thus comes to perform only one 
process or a part of a process out of a number of processes necessary 
to produce a commodity. This is the division of labour which ‘has 
immensely benefited humanity inasmuch as it has increased output at 
reduced cost per unit. 

Division of labour had not made its appearance in the very early 
days of human habitation. Each man or family of those days satis- 
fied all of his or its wants through individual efforts. If somebody 
wanted a hut, he had to prepare it himself. If he wanted fur to cover 
his person, he killed an animal and prepared the fur. Similar con- 
siderations applied to each commodity wanted by human beings. But 
as society made progress, human wants increased ; man began to make 
efforts to devise ways and means of increasing production to satisfy 
his fast-multiplying wants. In this attempt, he hit upon the division 
of labour. It was realised that production could be increased and rrore 
wants satisfied with the same amount of labour if each man was made 
to produce that commodity for the production of which he was most 
fitted ; and to exchange his surplus commodities with the surplus 
commodities of other persons which he required. For instance, if a 
man was expert as a carpenter, he was to make chairs and tables all 
the time ; and to exchange his surplus chairs and tables for food, cloth, 
and other articles of. his requirements produced by other persons. 
Society was ‘thus -split up in a number of occupations ; and division 
of labour was thus introduced. The advantages ot this invention were 
so great that it was not only extended in its scope but its form was 
also made more complex and far-reaching, as we shall presently study. 
Division of labour bas become a very fundamental characteristic 
of the modern age. 

Two conditions must be present to make division of labour possible. 
Firstly, labourers must work in some sort of co-optratioru Unless there 
is a group , of labourers, they cannot obviously be divided. A single 
worker is incapable of division. Secondly, exchange of articles should 



DIVISION OF LABOUR 


54S 


be possible. If division of labour is introduced, a man will produce 
one or a few commodities only ; and in order to obtain other articles 
for his consumption, he will have to exchange his surplus output for 
the requited articles produced by others. Co-operation of labourers 
precedes and the system of exchange follows the division of labour. 


Forms of Division of Labour 

The following arc the stages or forms of division of labour : 

(1) Division iiHo OccupaSsons and Vreftssiens. In this form of divi- 
sion of labour, workers ate divided into various groups according to 
the occupations or professions which they arc best suited to pursue. 
For instance, some persons may become cultivators, some weavers, 
some house-builders, some fishermen, some rope-makers, some 
doctors, some teachers, and so forth. This form of division of labour 
according to occupations is known as Orcupa/icnal Diiisicn of 
Under it a labourer specialises in a p.irticular occupation to the exclu- 
sion of other occupations. 

Occupational division of labour was the first to appenr on the 
scene. It appeared at an early stage of economic development, 'fhe 
assignment of separate duties to men and women, or of special functions 
to the king, the warrior, the priest, rhe medicine-man (thus giving rise 
to certain social classes) arc examples of this form of division of labour 
in the primitive society. A very good illustration of occupational 
division of labour is the caste system prevalent .among the Hindus, 
according to which the society is split up into four broad divisions, 
namely, Rrebrnns, Ksliafrijcs, Vaishpas and Slindnss, c.ich entrusted 
with definite functions. 

(2) Division into Conplde Rrcctssfs. The next step in the evolution 
of the division of labour was the breaking up of cich occupation into 
a number of complete processes involved in the preparation of an 
article, and the sub-division of labourers into the corresponding 
number of groups. This is known as Division of Labour {rjo Cof~p!(ie 
Vretssts. Each group of labourers and each member thereof devotes 
himself, under this form of division of labour, only to one complete 
process. The product of one group of labourers is only a semi- 
manufactured article which is passed on to the other group for the 
next operation, and so on till it takes the final shape. In an American 
leather factory, for example, shoe-making is divided into diifcrcnt 
processes ; and labourers of such a factoVy arc divided into f 0 groups, 
each entrusted with a particular process only. 

Tnc djvision of labour into complete processes arises late in the 
history ot human progress .and is the second stage in the evolution of 
this phenomenon. This is the result of considerable increase in human 
wants to satisfy which the extent of division of labour has to h.e rushed 
further. 


(3) Divificn le.'c Inocmpi/U 
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divided into various incomplete processes. Labourers are accordingly 
.divided into different groups, each of which is made to devote itself to 
one incomplete process only. The work of each is merely a contribu- 
tion to some joint result (semi-manufactured or finished product) from 
which it cannot be separated and apart from which it has no value: 
Obviously the worker now devotes himself to a still smaller part of 
the finished article than under the second stage of division of labour, 

(4) Territorial Division of Labour or Localisation of Indthtry^ The 
division of labour into sub-processes is associated with the localisation 
of particular industries arid callings in certain regions. Industries 
tend to localise in a particular place or region mainly due to some 
favourable geographical, geological, climatic, economic or political 
conditions^'Tound there. Due to the localisation of the industry, 
labourers of that place'^also acquire special skill in the processes or sub- 
processes of 'that industry. The availability 'of such skilled labour is 
an impbiCanttiaube-of localisation. The localisation of industry is a 
form of division of labour and is called territcfrial ^division of labour. 

Simple and Complex Division of Labour . i 

Division of labour is sometimes classified into (1) simple division 
of labour, and (2) complex division of labour. ‘^Division of labour 
is described as simple when two or more men, working in the same 
way, co-operate to perform a single task, too expensive, difficult or 
burdensome to be carried out effectively by one man alone, such as" 
mowing or ploughing of field, lifting heavy goods or hoisting* sail of 
a ship. The division is 'described as* complex when^ each man or a* 
group of men undertakes a specialised function which is contributory 
only to the final result ; in other words, when , several persons or groups 
co-operate to produce some result by each undertaking. some. contrir* 
butory part, as for example the complex division of ,the cotton 
industry.” 

The use of the term simple division of labour in the above sense, is- 
riot free from objection. It 1^, strictly speaking, not a form of* 
division of labour at all. When'some labourers jointly do ^ a piece of' 
work, each working in the same w^ay, they are not divided. They! 
work in co-operation t but this co-operation of labourers ciannoc be 
called division of labour. 

If we want to retain the use of the terms simple division of labour 
and complex division of labour, we may use the former in the sense of^ 
occupational division of labour, while the latter may be made to refer 
to the other three forms of the division of labour. 

Advantages of Division of Labour 

• Division of labbur results in an increase in the productive capacity 
of labourers. This ihcrease in productive power is brought about . 
due to the following factors. 

(1) Gain in Adaptation, The great advantages of division of 
labour is that it makes possible the division of labourers into various . 
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groups according to their level of intelligence, physical strcyigth and 
natural bent of mind ; and the allocation to each of them of the task 
they are 'best fitted for. Consequently the ivastc vhich sometimes 
follows due to the employment of skilled men to a job which could 
very well be performed by semi-skilled or even unskilled labourers, or 
the employment of a less skilled man for a highly skilled work, arc 
avoided. The capacity of each mao is applied to the best advantage. 

(2) Gain in Skill. Another advantage of division of labour is that 
it requites the labourer to move his muscles, brain and eyes in ona 
particular manner all the time he works ; consequently his limbs become 
automatic, quick and predsc. The sidll of a man thus increases 
through constant practice and specialisation. In the absence of 
division of labour, a labourer would be a Jacn of all trades and probab- 
ly master of none. 

(3) Increased Use of Machinery. The division of labour brings 
about a minute sub-division of productive processes. The sub-pro- 
cesses become so simple that many of them c.an be done by a machine. 
Division of labour thus leads to an extensive use of machinerj*. 
Machinery incrc.asc output, lower cost per unit, diminish the strain on 
labourers and bring about other advantages which have already been 
discussed. 

(4) Increase in Nuriher of Inrendcns. Inventions of machinery, which 
are labour-saving devices, owe their origin to the division of labour. 
This is due to two reasons. Firstly, each work is divided in such minute 
and simple processes that the scope for inventions becomes large. 
Secondly, when the labourer works on one machine all the time, he 
gets the occasion for thinking out the improvements that can be made 
in that machinery. 

(5) Eccncrny of Inflenenls and Capital. Under division of lal>our 
each labourer is engaged in one operation only and requires a few 
specialised tools which arc constantly used all the time. Implements 
and machinery thus find full employment. Again, since he possesses 
only few implements, he takes proper care of them and is not likely 
to lose them. 


(6) Inprcrener.t in ike OnrAUy r/ she Prednri, Since the finished 
product receives touches at the hands of master craftsmen, all s-^ecialists 
in their particular work, its quality is bound to be excellent. ^ 
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or^task to another place. or task every now ancf then or to put down 
one tool'and take up another* The time which is lost in -changing 
work, place and tool is thus saved, 

. .(9) Saving of Skill. Since the labourer is given the task for which 
be is best fitted, his capacity is used to the best advantage and his skill 
is not wasted. He is also relieved of much monotonous and cheap 
work which can be performed by women and children and in some 
cases even by the crippled and the blind, 

(10) Increase in, Mobil tty. When the processes of production are 
minutely divided and sub-divided, they become very simple and similar 
to each other. It becomes easier for the labourer then to move from 
one occupatien to another. Mobility of labour is thus increased, 

(11) Expansion and Diversification of Ocenpaixons. The invention and 
use of new machinery open fresh avenues of employment. Employment 
'as a whole increases ; and even wornen and children and partly disabled 
persons get some work,' ' 

(12) Other Advantages, to Eabottrers. Besides these advantages, 
labourers gain in other forms as well.. Division of labour is possible 
only when a large number of workers work together. Labourers 
thus come into contact with each other and begin to feel a sense of 
unity and common interest. They form trade unions and fight for a 
reduction in the hours ^bf work and an increase in wages, and try to 
improve their conditions in other ways. 

(13) EfftCts on Prodnetion as a Whole. The ultimate effect of division 
of labour on production as a whole is that output improves both in 
quantity and quality, and is obtained at a reduced cost per unit. 

Disadvantages of Division of Labour 

The imposing advantages of division of labour should not lead 
to the ignorance of its disadvantages. Its disadvantages can be 
grouped as {a) direct and (h) indirect. 

(A) Direct Disadvantages 

(1) Larr of Bffichmy and Kespon Vnlity. Specialisation narrows 
down one's mental outlook. A labourer is required to do and know 
about only a part of work ; he docs not usually know more than that. 
The range of his usefulness is also reduced. He has to repeat the 
same simple process days in days out and thus becomes an automaton. 

It is, indeed, a sad confession for a man to make that during his whole 
life he has done nothing more than fashioning the head of a pin or 
sharpening its point I Moreover, since the raw material passes through 
several hands before i( is finally finished, no labourer can be made 
responsible for the excellence of the article as a whole. Labourers 
lose the sense of responsibility since their responsibility cannot be fixed 
jjor can their irresponsibility be detected. 
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(2) hoss of Interest. When a man manufactures one whole article, 
he. takes pleasure and interest in preparing it. The beauty of the 
article pleases its maker, brings credit to him and gives' him the 
satisfaction that his work has brought joy and satisfaction to others. 
But when he is made to work in a factory, in a scheme of mass produc- 
tion where his contribution cannot be located, he loses interest in the 
job. 

(3) Monotony. A labourer who performs the same task all the 
time he works, begins to feel monotonous. "The feeding of a printing 
machine or the folding of a newspaper and doing nothing else is 
certainly a dull business. Monotony gives rise to industrial fatigue, 
mind-wandering and day-dreaming, which reduce the cfilcicncy of the 
labourer and his output. To do away with this monotony labourers 
arc sometime allotted different kinds of work. 

(4) Employivent oJW’ovnn end Children. Division of labour certainly 
gives employment to women and children, but very often the task is 
too arduous and laborious for them and seriously injures their health 
and hinders their growth. This is a matter of great national concern, 
since weak mothers give birth to weak children, and weak children 
turn out to be weak men of tomorrow. 

(5) hoss of Mobility. If a workman is engaged in doing only one 
kind of work for some time, he might become unfit for any other 
occupatioa The mobility of labour may thus be seriously curtailed. 
But, it must be pointed out, if division of labour is carried to a fairly 
great extent, the processes and sub-processes of diflerent industries 
may become so simple as to be almost alike, in which case the mobi- 
lit}^ of labour may actually increase. 

(B) Indirect Disadvantages 

Division of labour also brings about certain indirect disadvan- 
tages. Associated, as it is, with the working together of a large 
number of labourers in a factory or a mi!!, it gives rise to all the 
disadvantages of factory system, like the over-crowding of towns and 
the loss of personal contact between the employer and the employee. 
Working in group also makes a labourer dependent upon other Jabo^ 
urers. If a man is absent and one part of the job is ‘topped, tlie 
entire production may come to a standstill. 

Obviously the advantages of division of labour far exceed the 
alleged disadvantages. Steps have been taken by enlightened or- 
ganisers to reduce these disadvantages to the minimum. '♦Short 
hours, leaving more lime for leisure ; rest pauses ; welfare sciiemr* 
involving the provision of rerr-rooms, rc:idin^-Toom< , dining-rooms 
and playing fields; co-prjrtnership arrangement and prriih-skiafin’ 
schemes ; these are among the methods no\v being widely ed jpted to 
restore to the workers some measure of respf^n^ildliry and :*» o>unter- 
acr the elTects of mir.inf *'i 
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'Limitations of the .Division of Labour 'v* 

Adam Smith, the Father of Economics, has treated the' subject'of 
division of ; "labour ‘with an ability and perfection which has not yet 
been equalled. '"He mentions the ‘following limitations of the division 
pf labour: ' ' 

(1) The Nature of Occupation, The extent to which the division of 

labour can be carried depends upon the nature of occupation, for 
that determines. the . number of processes and sub-processes involved 
therein/- There isi'of course, a limit beyond which the sub-division 
of processes cannot be carried. ' . 

(2) The E>:tent of Market, Whether the division of labour;; can 

be carried to? the extent , rendered possible by the nature of the in- 
dustry, depends upon the extent of market. If the market is big, 
the division of labour also tends to be carried to an advanced stage. 
If the market,, on the other hahd, is small, th^ division of labour'must 
be limited. . * - : • 

• i- , ^ . J i • •' ! - .. . 

, (3) The Machinery of Commerce,^ The extent pf the market is ' deter- 

mined .by the ni^chinery of commerce^ the facility of transport^ the 
banking system, and the like. In order t9 ; able to trade,^ people 
must be able to communicate with each other, to send goods , cheaply 
and quickly, to receive an^ pay money satisfactorily, and so forth! . 

§2, THE 'LOCALISATIok ' OF INDUSTRIES / • , * 

There are certain regions bt dis^tiricts which' possess"' Sjiecial k'dvan- 
tages conducive to the development' of *a particular industry or in- 
dustries, Attracted by these favourable* factors,’ industries, tend to. 
congregate in such regions and districts, till thdr natnes' become' 
associated with those industries. The tendency of industries to cqn-j 
gregate at one particular place is known as localisation of industries' 
or the territorial division of labour. Good instances of localisation 
of industries in our country are furnished by the jute industry which^ 
is localised in the- neighbourhood of Calcutta ; printing and dyeing- 
industry which is localised in Farrukhabad ; glass and bangles in- 
dustry centred in Firozabad : the cotton textile industry associated 
with Bombay and Ahmedabad ; sugar industry of U, P. and Bihar ; 
and iron and steel industry in Tatanagar, 

When a factory is^ newly started, the organiser has to determine its 
locality. To arrive at the right decision, he should obtain full know- 
ledge of the places where that industry is localized or can be localized. 
After a careful consideration of the relative advantages of various 
places from the point of view of availability of raw materials, skilled 
labour, good markets, means of communication and transport, and • 
so forth, he should locate the industry at the most favourable site. 
The correctness of this decision is very important and determines, to 
a fairly large extent, the success or otherwise of the venture. Usvially ' 
it happens that organisers in the same industry select the same centre 
or district for the localisation of their factories and thus tend to 
gravitate to the same region. 
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Causcs of Localisation 

It is interesting to investigate into the causes v:hich attract or- 
ganisers to. the same place ; in other words, which lead to the localisa- 
tion of industries. The more important of such causes have been 
imcntioncd below : 

(1) Ava^IahiUiy cj Pc:ver. The most important cause of the localisa- 
tion of industries is the availability of power. Coal is perhaps the 
moat important source of power at the present time. It is not eco- 
nomical to carry coal over a long distance because it is cheap in 
proportion to its bulk and cannot, therefore, bear the cost of long 
transport ; consequently industries tend to be drawn to conlficlds. 
In recent times hydro-clcctric power has acquired prominence. Hydro- 
electric stations may attract certain industries in their neighbourhood ; 
but they usually decentralize them by malung the supply of cheap 
power over long distances, through transmission lines, pn.«;siblc. 

(2) AvailahilUy of Rr^w MaunrJs. Raw materials arc important 
ingredients of manufacturing since in their absence no production is 
possible. As such, the regions where raw materials arc available 
sometimes become the centres of industries. The jute industry of 
■Calcutta and iron and steel industry of Tatanagar arc partly the result 
:of this cause. Availability of rav' materials is .a matter of supreme 
importance in those cases where the materials cannot he economically 
transported due to their extreme cheapness in proportion to their bulk 
or due to their fixity. Mining must be carried on where mines exist 
and. lumbering industry must be localised where forests arc to he 
found. 


(3) C/;V.v/7/r. Climate helps in the growth of industries inasmuch 
as it determines the conditions of work. Extremes of temperature arc 
not suited to hard work. The regions with temperate climate arc, 
therefore, important for localisation of industries. In certain cares 
the climate acquires special importance as in the care of cotton textile 
industry^ This industry requires moist climate so that fine thread 
could he spun out of cotton. If climate is drv, the tltrcrd soon In- 
comes dry and breaks. It is the climate of Bombay which h.nr made 
3! the centre of cotton manufacturing industry of India. 

(4) Avi7!hhIU) rf SLIlled Tl:c origin and f cf^irtcnce of 

localisation is sometimes the result of the availahiiitvfof ]rd>ouf. 

The glass banglcsi^manufacturing industry of India i< iocahred nt 
birorabad not because it is near the sources <'f raw materials (‘r the 
markets, but simply hreause skilled labour h available here/ Ti'c 
localisation oi printing and dyeing indu’^try at rarruk}):tl>a*d abo to 
be explained by riic availability r ( rliillcd labour there. 

(?) Tw rf cr E.'r-h Stc-t, Somerir 
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(6) Neanjess /o_MarMeU, Since the manufactured atticles have to 
be transported to the markets jfor sale, .the nearness of the matket saves 
the cost of transport. Proximity of markets is consequently an im- 
portant factor conducive to the localisation of industries. The cotton 
textile mills, for instance, have recently been started in our country 
in the interior at the places of the actual demand of cotton textiles. 

(7) AvaUahiUly of Means of Transport and Communicathn, The 
disadvantage of distant markets is reduced if cheap, quick and easy 
means of transport and communication are available; consequently 
an industry may be localised at a place remote from the markets if 
efficient means of transport exist. The importance of meanx of trans- 
port to the localisation of industries can be better appreciated if we 
realise that a large percentage of the total manufacturing cost is made 
up of transporting charges of the raw materials to the factories and 
of the finished products froih the factories to the markets. 

(8) AccessfbiUiy of Markets* Markets should not only exist in the 
geographical sense but should also be available in the economic sense. 
The accessibility of markets implies that the purchasers in those 
markets should have the demand for the goods ; the competition 
therein should not be prohibitive ; and there should not exist very 
high import and export or octroi duties which check the movement of 
goods. It is interesting to note that the import of motor cars and 
lorries into India is subject to high import duties but the import of 
motor accessories and parts is not so liable ; consequently the Ford 
Motor Company and other companies have established several motor 
factories in India, which simply fit the parts imported from abroad 
and sell complete lorries, thus effecting a saving in import duties. 

(9) MtscJlaneons Causes, There are various miscellaneous con- 
siderations also which favour the localisation of industries. The 
availability of water for factory use and of cheap land arc some of the 
instances. 

Advantages of Locali‘ation 

The localisation of industries in any particular region is a matter 
of great advantage. The following arc the important advantages 
thereof : 

(1) Gron^Oi of S/dlJ, When an industr}’ is localised in a particukir 
place, the labourers of that place acquire special skill in that industry. 
The skill once acquired becomes hereditary and is passed on from 
father to son. Small children daily sec the work that done in ihc 
fartorics and through constant obscrv.ifion, helped by natural aptitude, 
learn the intricacies of trade in no time. 

(2) GroTth of a Mirket for Skill, Localisati^On gives rise to 
a local market for a particular kind of skilled labour. An organiser 
of a new factory in that line can find skilled labour in that market, 
wlule the labourers skilled in that line can hope to find employment 
there. Not only docs the labour become specialised, but specialised 
machinery abo makes its appearance. Localisation enables the intro^ 
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RaJ.f Inter. Arts 

11. Write a note on internal and external economics, [1949] 

■ J2. What IS meant by Division of Labour? Discuss its advantages and 
disadvantages- [1948] 

13. Is it true to say that division of labour increases immobility ^ 

Show bow division of labour is limited by (a) the extent of the 

.nature of the employment. Carefully explain your answer. [1944] 

Raj., Inter Com. 

14. Write note on 'Localisation of Industries. [1949] 

15. Write note on 'Division of Labour’. [1948] 

16. What do vou understand by division of labour ? Describe its merits 
and dcmciits. [1947] 

17. 'What do you understand by Localisation of Industries ? Examine the 
factors which bring about localisation of industries. [1946] 

Patna, Inter. Arts 

18. Describe the advantages and disadvantages of division of labour. 
119465] 

Patna, Inter. Com. 

19. What do you mean by Division of Labour? Indicate its advantages 
and disadvantages. [1949A, 1948S] 

19 A. State the causes leading to the localisation of diflerent industries. 
Illustrate some of the consequences of such localisation by reference to industries in 

Bihar. [1942 Annual] 

Banaras, Inter. Arts 

20. Wbat factors arc responsible for the loc.iHsation of an industry ? Illus- 
trate your answer with reference to the Localisation of Textile Industry in Ahmeda* 
bad and Bombay or the Iron Steel Industry in Jamshedpur. [1948] 

21. Write an essay on Division of Labour. [1947] 

Nagpur, Inter. Arts 

22. Write a short note on territorial division of labour. [1948] 

Nagpur, Inter, Com, 

23. What have been the effects of use of ranch incry and division of labour 
on economic organisation ? Illustrate, [1949] 

24. Explain the relation between division of labour and large-scale produce 
tion* Give examples, [1946] 

Sugar, Inter. Arts. 

25. Enumerate the advantages and disadvantages of ^ Division of Labour 
11949] 

26. Write note on Territorial Division of Labour. [1949] 

• 27. What do you understand by Localisation of Industries ? Wbat arc its 
causes ? Point out the important advantages of localisation. [1948] 

Sagai, Inter. Com. 

28. Enumerate the advantages and disadvantages of Division of I^abour. 
[1949, Supp.] 
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(3) Evils of Irtdustrial Centres. Localisation is often associated 
with the physical, economic, moral and social evils which gro\y 
unchecked in factories and in industrial centres. 

Remedies , 

. : ,The above disadvantages of localisation can, however, be remedied. 
The risk of one-sided development of human skill and widespread 
economic sufferings can be protected against, if more than, one in- 
dustry is started at one centre. Localisation itself partly supplies this 
remedy in the form of the development of subsidiary and supple- 
mentary industries. Remedies fox the evils of industrial centres have 
already been discussed. 


TEST QUESTIONS 

1. What do you mean by division of labour ? What afe the chief tccjuirc 

ments of division of labour ? 

2. Describe the chief forms of division of labour. 

3. Write a note on 'simple and’comolcx division of labour. 

4. What arc the advantages and disadvantages of division of labour ? 

5. Exfjlain the meaning of localisation of industries. What arc its causes ? 
Give Indian illustrations. 

6. Describe the advantages and disadvantages of localisation of industries. 


EXAMINATION QUESTIONS 

U. P., Int. Aritf, 

1. Discuss (he causes, advantages and disadv’antgcs of the localisation of 
industries lU.P., I. A., 1950, 1947], 

2. Write a short note on Division of Labour [1946], 

3. What is meant bv the division of labour into (rf) complete processes, </0 
incomplete processes ? Bciclly state the advantages of division oi labour. 
( 1944}. 

4. What is meant by division of labour? Discuss its advantages and dis- 
advantages ? [1942]. 

V. P., Inter Corn. 

5. What arc the catises of localisation of industries ? Point out il<i chief 
merits and demerits, [1951) 

6. Carefully explain division of labour. How docs it arise ? Point out its 
main advantages. [1949] 

7. What is mean: by division of labour ? What arc its advantages ? Describe 
them. [19451 

8. D»scust briefly the advantages and disadvantages of division of labour. 
What arc the Ittnilations ofDivision of Labour ? [1942] 

U. P.» Inter. Ag. 

9. What arc the advantages and disadvantages of Division of Labour ? 
'What arc its limiting factors ? 11951] 

. 10. What arc the limJtjng factor* of division of labour ? What ate its 

advantages and dhidranUgea ? [1050] 
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Raj., Inter. Arts 

■ ' * 

11* Write a note on internal and external economics. [1949] 

• .. 12. What is meant by Division of Labour ? Discuss its advantages and 

disadvantages. [1948] 

13. Is it true to say that division of labour increases immobility 

Show how division of labour is limited by {a) the extent of the rnarket and the 
^nature of the employment. Carefully explain your answer, [1944] 

Raj,> Inter Com, 

14. Write note on ^Localisation of Industries. [1949] 

,15. Write note on ^Division of Labour’. [1948] 

16. What do you understand by division of labour? Describe its merits 
and dcmciits. [1947] 

17. 'What do you understand by Localisation of Industries ? Examine the 
factors which bring about localisation of industries. [1946] 

Patna, Inter. Arts 

18. Describe the advantages and disadvantages ol division of labour. 
[19465] 

Patnaj Inter, Com. 

19. What do you mean by Division of Labour? Indicate its advantages 
and disadvantages. [1949A, 1948S] 

19 A. State the causes leading to the localisation of difl'ercnt industries. 
Illustrate some of the consequences of such localisation by reference to industries in 

Dibar. [1942 Annual] 

Danaras, Inter. Arts 

20. What factors arc responsible for the localisation of an industry ? Illus- 
trate your answer with reference to the Localisation of Textile Industry in Ahmeda- 
bad and Bombay or the Iron Steel Industry in Jamshedpur. [1948] 

21. Write an essay on Division of Labour. [1947] 

Nagpur, Inlet. Arts 

22. Wricca short note on territorial division of labour. [1948] 

Nagpur, Inter. Com. 

23. What have been the cHccts of use of machinery and division of labour 
on economic organisation ? Illustrate. [1949] 

24. Explain the relation between division of labour and large-scale produo* 
tion- Give examples. [1946] 

Sagar, Inter. Arts. 

25. Enumerate the advantages and disadvantages of 'Division of Labour 
(1949] 

26. Write note on Territorial Division of Labour. [1949] 

• 27. What do vou understand by Localisation of Industries ? Wbat arc its 
causes ? Point out the important advantages of localisation. [1948] 

Sagai, Inter. Com. 

28. Enumerate the advantages .and disadvantages of Division of Labour. 
[1949, Supp.] 



556 


introduction to economics 


tancc of tctritorial division of 

30. E.,pl.io‘h=”;5,'?| - 

tion. Gi''= cKamplcs. I i 


Olve - 

31 . Discuss tnc 
[ 1950 ] 

Travancorc. Inter. localisation of industries t Illustrate 

'o(lS“ l'®»l . 

DoIH. Higher Sero„d«y > wk.r ..r ... «».» 



CHAPTER 41 

THE SCALE OF PRODUCTION 

The advantaRcs which latgc business has over a small one arc coospiaious 
in manufacture. But there is a strong tendency for large establishments to duve out 
small ones in many other industries ; in particular the retail trade is being trans- 
foiracd and the shopkeeper is losing ground daily— il&rj/w//. 

The size of business undertakings has greatly increased in recent 
times. Production on a large scale is a very important feature of 
modern industrial society. Formerly we purchased our shoes from a 
petty cliamar and cloth from an ordinary weaver ; but now these 
articles are supplied by big factories of Flex and Bata and gigantic 
cotton mills of Bombay and Ahmedabad. ^‘The typical unit of 
production”, says Hobson, “is no longer a single family or a small 
group of persons working with a few cheap, simple tools or small 
quantities of raw materials, but a compact and closely organised mass of 
labour composed of hundreds of thousands of individuals, co-operating 
with large quantities of expensive and intricate machinery through 
which pass a continuous and mighty volume of raw material on its 
journey to the hands of the consuming public.” When production is 
carried with large quantities of raw materials, large amount of capital,* 
large labour force, largely efficient organisation and large risk, it is 
called large-scale production. When the factors of production are 
small in quantity, the scale of production is said to be small. 

The instances of large-scale production in our country arc the 
cotton textile mills, sugar mills, iron and steel companies, railways and 
other big undertakings. The examples of small-scale production arc 
the village weavers, khandsaries, blacksmiths’ workshops and bullock- 
carts. In all the countries of the world large-scale production and 
small-scale production exist side by side, though the former is mak- 
ing progress steadily at the cost of the latter. In India large-scale 
production is making slow but certain progress. 

It is natural to enquire into the causes of increase in the scale of 
production. These causes are the advantages and economics which large- 
scale production brings about . 

’ § I. advantages op earge-scaee production 

Large-scale production is more economical than small-scale produc- 
tion, In other words, the cost of production per utlit is generally 
less when the scale of production is large than when it is small. This 
is the result of the various economies which are made available when 
the scale is large and which do not arise when the scale is small. Such 
economics can be divided into two classes: (1) external economics, 
and (2) internal economies. 

22 
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1. External Economies 

Econoitrics which result due to some external factors operating from 
without and have no relation to the internal organisation of produc- 
tion are known as external economics. External economics arc cnjo 3 ’cd 
by a?2 the firms in the same industry in common. Development of 
means of transport and communication, facilities in advertisement, 
adv^antageous localisation of industries and such other privileges can 
be included under it. When the scale of production is large, the 
sources of external economies grow up in plenty and external econo- 
mies appear as a consequence. 

2. Internal Economies 

Internal economies result from the efficiency of the internal 
organisation of a particular firm which cnjo 3 'S them exclusively. They 
have relation to the administrative, technical and commercial spheres of 
business. There arc three classes in which the expenses of a factory can 
be divided and in respect of which economies are made. Tlicsc arc : 
(1) preparatory expenses, (2) manufacturing expenses, and (3) distri- 
butory expenses.^ They have been detailed out in the following 
table : 

INTERNAL ECONOMIES _ 

Heads of Expenditure ^ Economics 

I 

1. Preparatory Expenses ' In the purchase of raw materials, fuel, 

machines and tools and transport 
! services. 

2. Manufacturing Expenses ' (c) In the engine room. 

I (b) In the workshop. 

I (r) In the utilisation of byproducts, 
j (//} In the packing department. 

; (f) In the office. 

(3) D/sfrihutt^ry JixpensL? ' (//) In transport. 

I (l) In ngentf^ fravTllersand advcflisc- 
J ments, and 

1 (r) Through reduction in fluctuations 
in demand. 

(1) Before actual manuHcturing can begin, 

a p:/)ducer to make certain preparations, I^rgc quantities of raw 
nutcrial'^, fuel, machines and tools arc reejuired. All these things can 
be pu:c’na«'cd at cheap wholesale rates if the scale of production h 

large and the demand for them h enormous. Economics can thus be 
c:Tcctcd. Again, ah these things have to be transported to the factory 
from ditTcrent places, Triis can ako he arranged at low rates if 
con-fignmenr*: arc large since railway and steamship companies quote 
lover ratci for them. 
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(2) Maimjt] during Expenses. After the acquisition of all the 
preliminary things required in production, the actual work of manu- 
facturing begins. If the scale of production is large, substantial 
economies can be made in the various departments of the manufactur- 
ing business. 

{a) Engine Room. We shall begin our survey with the engine room 
where motive ppwer is generated. The larger the quantity of power 
required, the less is the cost per unit of power. If you double the 
amount of the power generated, you need not exactly double the 
engine or the space or the engineers. In such a case a more powerful 
engine will certainly be required and the consumption of fuel will also 
go up, but the increase in expenses will be much less in proportion to 
the amount of power generated. Consequently economies can be 
effected in the supply of motive power if the scale of production is 
large. 

{b) Workshop. There is a great scope for economics in the actual 
workshop, which can be attained by increasing the scale of production. 
If the scale of production is large, the number of labourers cmploj’ed 
will also be great, with the result that a thorough and minute division 
of labour can be introduced. Division of labour brings about a large 
number of economics, which have already been discussed. Not only 
labour, machinery can also be specialised. A big factory can afford to 
purchase costly machinery, each made for one small use, and can thus 
take advantage of the economies resulting from the specialisation of 
machinery. Huge steam hammers, cranes, hydraulic riveting machines 
which increase output enormously at very low cost, can be used only 
by the big companies of today. Again, if the scale is large, machinery 
riiay be used for longer hours per day and kept more fully employed 
as compared to a small business where their use may be shorter and 
occasional. A large firm also has the advantage of using most uptodatc 
machinery. New inventions are being made with such rapidity that 
a machine becomes out of date or '’obsolete’ very soon. In a big 
business the machinery, being used day and night, are soon reduced • 
to scrap : loss due to obsolescence is thus saved and the latest types 
of machinery can be purchased immediately after their introduction. 
Economies can be made even in repairing machines, for a large business, 
where repairing work has to be done regularly, can afford to employ 
mechanics and carpenters for this purpose and save the profits which are 
made by repairing workshops. Finally, a large undertaking can spend 
money on researches and experiments, which is not possible in the 
case of a small enterprise. Work of this nature leads to an improve- 
ment in the processes of production, better utilisation of raw materials, 
introduction of new designs and patterns and the derivation, of the 
ad v.antagcs of scientific progress in so far as it affects organisation. 

(f) l\y.Produc!s. Novc we come to the problem of the utilisation 
of by-products. Every factory has certain by-products or waste pro- 
ducts which it throws away and which if properly used, can be ? 
source of profit. The utilisation of by-products requires special skill. 
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experiments and capital, all of which are available in the ease of large- 
scale production and no t in the ease of small-scale production. Waste 
products, which ordinarily involve some expense of removal, become 
a source of profit in big factories. Thus in the great slaughter houses 
of U. S. A., no part of animal is wasted ; waste products are employed 
to yield several useful by-products like tallow, fertilizers, glue and 
gcUatinc, all of which find ready market. 

(//) Peeking DepQrir?!ent, The next important department is the 
packing department. If a concern is large, it can have its own packing 
department and can thus save the profits which formerly went to 
the pockets of outside packers. It can even employ packing machines 
and effect further economics. Similar economics can be effected in the 
printing of wrappers, labels and cards. 

(e) OJjice, Economics can also be made in the oflicc where the 
clerical work is done. If the work is large, clerks can become 
specialised. Clerks of exceptional intelligence may be given really 
responsible and skilled work, the less intelligent clerks being given 
such mechanical work as adding and subtracting. Tlic work of the 
latter type may even be allotted to special machines designed for the 
purpose. 

(3) Diilribiiiory Expff^ses. The expenses incurred in the marketing 
of the produce arc known as distributory expenses. In their journey 
from the factory to the consumers, the goods pass through various 
groups of persons, each of which puts a charge to their cost price by 
way of Its reward. If the operations of the factory arc c.irricd on, on a 
large scale, many economics can be made in the distributory expenses. 

(tj) TransporU Let us first take the cost of transport of the finished 
products from the factories to the markets. If the scale of production 
large, the consignments will also be large for which railways and 
I'tcatn'^hip companies quote specially low rates. If tlK goods to be 
icnt to a certain place happen to be enormous in quantity, the producer 
can very well have his own railway truchb whicli c.in be J jaded up in 
the factories and drawn by ids own engine to the nearest railway siding 
;mJ attached to the train. 

(/') 7n;r.7/rrr, r.v. Similar economics arc made in tiic cost 

. traveller^ and advertisements, in the cape of large production. 
“ 1 ne ativertuirig appro[)riations of large organisations reach almost 
t:ut'cnv!ou> figures, wliil: their calcs arc pr<irnotcd by numcfou. 
tr.p, ellcr^ rifKi calc, agencies in every part of the v/orld. Snnll<c.de 
enterprise does n ‘t luovidc a suificient niarpjn to justify :u(:h cr.pcn- 
diturc nor is there usually sufficient capital at its diipotal lu mal.e 
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general organisation to his subordinates and devotes himself exclusively 
to the trade problem. ■ Marshall aptly W’lites ; “The head of large 
business can reserx'e all his strength for broadest and most. fundamental 
problems of his trade. He must ' indeed, assure himself that his 
managers, clerks and foremen are the right men for their work and are 
doing their work well, but beyond this he , need not trouble himself 
about details. He can keep his mind fresh iand clear for thinkihg out 
the most difficult and vital problems of his business ; for studying the 
broader movemerits of the markets,- the' ytt undeveloped results of 
current events at home and abroad ; and for contriving how to improve 
the organisation of the internal and external relations of his business.” 

§ 2. DISADVANTAGES OF LARGE-SCALE PRODUCTION 

Though large-scale production has a large number of advantages, 
it is not free from disadvantages. 

(1) If demand is. miscalculated and production exceeds the market 
demand, great loss is incurred. 

(2) ‘Thc relations between employers and employees do not remain 
very close ; hence they often come into clash with each other. Orga- 
nised strikes and lock-outs often stop. the smooth functioning of the 
productive mechanism. 

(3) Then there are certain I’ncs of'-prod-uction which cannot be 
carried on satisfactorily on a large scale ; for instance, A.-V/Amaking or 
embroidery is speciallj suited for small-'scale production. 

§ 3. LIMITS OF' LARGE-SCALE PRODUCTION^ 

‘ • . r . ■ ^ . . . ' 

The extent to' which the economies of large-scale production can 

be realised depends upon the largeness of the scale of production. 
It may be generally said that the larger tlie scale of production, the 
more will be the economies realised and the less will be the cost pet 
unit. Blit there iS ' a stage beyond which the scale of production 
cannot be increased with advantage. ' In other words, there .are 
certain limits beyond which the largeness'' of the scale of production 
becomes uneconomic. These limits arc imposed by the nature of the 
business, by the nature of the market and by the nature of organisation. 
We shall deal with these three limitations below. ^ 

(1) The of the Bjisintss. In some cases the nature of the 

business carried on is such that large sc.ale production is altogether 
unsuited for it. Business of this nature can be carried on profitably 
only on small scale. 

(rt) Some trades requite special personal skill from workers who 
cannot be replaced by automatic machines. Silk weaving, embroidery 
work and other delicate works are the ex.amples of such business. 
They must be carried on on a small scale. 

{b) Those businesses where the personal taste of the consumer 
is catered for, the scale of production has to be small. A Pood 
example of this is the tailor's business. A tailor has to meet the 
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(<?) The occupations requiring • personal attention and care like 
tailoring are naostly conducted on smail scale.. 

{b) The products which require high artistic excellence are produced 
by handicraftsmen who produce them on small scale. 

(c) Some products do not command a wide market^ and rnust be 
produced on small scale. 

{d) Some occupations by their very nature cannot be conducted 
on a large scale. Agriculture is an example. It is true that we often 
hear of big mechanized farms but they are not big as compared with 
mammoth factories. Btdh are made by hand and bidi-making has, 
therefore, to be a small scale enter prise. 

(e) Industries in the experimental stage,- have to be run on small 
scale. 

(/)■ Handicraftsmen, who want to remain independent, work on 
'3 small-scale production. ' ■ 

;.(//■} The following are the, advanmges of small-scale production. 
Firstly, the master can keep a close watch everywhere. His foremen or 
workmen cannot, afford to shirk the duty. Secondly, he saves much of 
the book-keeping and the elaborate s\ stem of checks which are essential 
in the case of large establishment. . Thirdly, the relations between the 
master and his sen^ants are very intimate and cordial ; and there is 
rarely any occasion for strikes or lock-outs. 

The chief disadvantage of small-scale production is that it cannot 
take advantage of the various economies which arc available in the 
• case of large-scale production. Moreover, difficulty is faced if the 
commodity of a standard type has to be produced in bulk. In other 
words, it is unsuited for mass production. 

However, the disadvantages of small-scale production have been 
appreciably reduced by a number of factors. Firstly, the small-scale 
producer shares the advantages of external ccono/nies w’hich are con- 
stantly increasing in importance. Secondly, the advantages of research, 
new modes of production, etc., which were so far available to big 
producers only arc now available to small protiucers as well. In all 
matters respecting trade knowledge, newspapers and trade and technical 
publications of all kinds are perpetually scouting for him and bringing 
him much of the knowledge he wants. Finally, small machinery have 
been invented fur the benefit of small-scale production, which can be 
operated by electricity. They have greatly improved the lot of the 
artiban and granted him a fresh lease of lifc, 

§ 5 . SCALE OF PRODUCTION IN INDIA 

Production in India has been carried on from olden days on small 
scale. In industrial as well as agricultural sectors, small-sc.ale production 
has been the rule. With the advent of Britishers in India, production 
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began to take place on latge scale. Even then, the typical feature is 
small-scale production. Of the total output, not less than 61.2% 
comes from small units. Or the total national income, about 84% 
comes from these units. It is therefore, very clear that in our country, 
most of the production is organiJ:ed on small scale. 

There are several reasons for this state of affairs. Firstly, India 
is still carrying on her old ways of production and Capitalism has not 
yet folly developed here. It is a feature of feudalism and mediae valism 
that production Under it is, organized on small scale ; and this feature 
still persists in India, Secondly, Indirn producers generally possess 
small capital, and they are, therefore, unable to carry ^ oh production 
on a large-scale. Thirdly, Indians are poor people and their purchasing 
power is small ; hence they cannot purchase certain goods ’ in large 
quantities. Limitation of demand also sometimes acts as a check on 
large-scale production. . , ,, 

Is this situation unfavourable to the country ? In fact, large scale 
and small scale, each has its own sphere of advantages and disadvan- 
tages. But in some spheres, production on a large scale is inevitable, 

in the case of key industries.' In other spheres, if the volume 
of the output has to* be substantial, production has to be organized 
on a large scale. Hence efforts should be made to ’remove artificial 
obstacles to large-scale production. Where small scale is suitable- or 
is otherwise desirable, we should make attempts to remove causes bf 
inefficiency therein. ' • . . 

TEST QUESTIONS - ^ 

1, What do you mean by large-scale production ? * . . / 

2. What are the advantages and disadvantages of large-scale production ? 

5. '^Small-scale production has advantages as 'well , as disadvantages.’ 
Elucidate this statement with reference to the advantages and disadvantages of 
small-scale production. 

EXAMINATION QUESTIONS ■ 

1. Write a short note on external and internal economics. (1947) 

2. Describe the advantages of large-scale production. What large-scale 
industries, in your opinion, can be advantageously established in the U. P. ? (1945) 

U. P., Inter Arts 

3. Distinguish between external and internal economies. How do they 
respectively increase production in factories ? (1940) 

U. P., Inter. Com. 

4. Discuss the advantages and disadvantages of large-scale production. What 
are its limitations 7 (1950) 

5, Discuss the advantages of large scale production. (1941) 

U. P*, Inter. Ag. 

6, Explain the following 

"One of the advantages of large-scale production in less cost pet unit*’ 

7. What are the advantages of small-scale farming? Why are small farms 
better suited for India ? (1951) 

8. Explain : , ^^One of the advantages of large-scale production is less cost 
per unit”. (1950) 
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Raj., Intet. Arts 

9* What ate the limitations to large-scale production ? Illustrate your 
answer with rcfcr^ce to agriculture, (1943) 

10, Comment upon the merits and drawbacks of large-scale production# 

(1942) . . ’ 

11. Indicate the chief economies that an enterpreneur can obtain from 

internal resources in an industry. To what ' degreer .he. is dependent upon externa 
economies for, the conduct of his enterprise ? Explniri. (1942) , ^ * 

Raj., Interi Com, ' . 

'12, What .arc the adv^tages and limitations of ' large-scale production? 
0948) ‘ ' '' ' '! 

13. Write a short note on large business and small business. (1947) 

/T4. HoW do’es 'agriculture come to be carried on all the world over general- 
ly oh a' small scale ? (1945)'* ' ‘ / I. ' i ■ V . ■ 

•.Ratna> Int.:Com.. ‘:’i ^ r.. .v.-'i.r.,. 

Describe the advantages bfdarge-scale production; /1947 S) ^ , 

‘ ‘Banaras, Inter.'^* Arts ‘ .Mr*- i/' * . i 

-IC.^'-lndicate the advantajges of large-scale pro’iuctid'n; (1948)'; ' ' '* 
Baiiaras, Inter, Com.' - i.- J 

'“17. ’ What are- the advantages of la rgMcalemanpfa ciuring ? 'Can small-scale 
production stand afgaihst it T'^ Givd reasons. (1949) ^ 

Nagpiif, Inter/ Arts " . .i/ .. Vi,. 


18. Under what conditions a.producet can produce the maximum amount at 
the minimum cost ? (1949) 

19’.' Write note on large b'usin&ss and' small burihess. ' (1947) * 

TNagpuri lnteri'Com*;'^*^ ' ' *' ‘ 

' * , * 201,' ’Stafc'the advantages and disadvantages of ' large-scale production. What 
‘ regulations arc necessary' to' remove the disadvantages' of such production'(1948) 

21. write note on la rge business and small business. ( 1947) ‘ ‘ * 

-’-**‘-'♦22. 'Explain the relation between division of 'labour and large-scale produc- 
ktion.' ‘Give examples. (1946);- ; . ^ • : •• • 

‘ Sagar;lnt: -Arts ' ■ . . ‘ ' • . ■ j » 1 ;• 


, , 2^, Discuss the advantages and disadvantages of large-scale production* in 

"India;' (1950).' . r : ... 

Sagar, Inter. Gotn. , ' ' • i 

24.;' Explain the relation between division of labour and large-scale oroduc- 
tion. Give examples. (1948) v .. • . ; ^ . 


Poona, Inter. Arts 

; 25, What are the advantages of large-scale production ? , Account for the 
persistence of small-scale production with special reference to India. (1949) . , 

Travancore, Int. 

26. Discuss the effect of machinery 'on labour. (1943) * ' ; 

Punjab^ Inter. ... . 

(1951^' ‘'conoraics, internal and csternal, of large-scale production. 

Delhi, Higher Secondary ' 

. are the economies due to machinery and mass production ? Exok in 

handloon, production e,ist side by side with li^". 
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r,: - CHAPTER 42 

, . FORMS OF BUSINESS ORGANISATION 

WHen an individual ehtef? into business^ either actively or as an investor in a 
business enterprise managed by someone else, he is perhaps as much interested 
in the form of organisation as in any other feature of the business. This is not 
; surprising for .the form of the-organisation determines largely what share of the 
profits the individual may obtain for himself, how much» control he can have over 
the business and how much risk he assumes, -^Gers/ej^her^, 

». -If we look to the business establishments all around us, we will find 
that they have been organised in different forms. Some are owned and 
managed by one individual ; some are partnership firms ; others are 
joint stock companies ; Awhile stilh' others are co-operative societies. 
It is important to discuss the nature and salient features of all .these 
forms of business organisations. Keen, observation will reveal that 
because of the increasing popularity of large-scale ^production, one^ 
.man enterprise, is losing Jis^^imppitance, partnership is. less, fiequ- 
eht tliaa before, while'the joint stock corhpany has become, the most 
typical and the most wide-spread form of business organisation.^ . . 

‘ ' § 1/ THE*' SOLE -TRADER ’ ’ ’ 

' ' -t” i.ir 

When a business establishment's owned and managed by a' single 
individual, he is known as the sole trader or the. individual , entre- 
preneur. If the business ^ yields profits, he alone, is entitled to all 
'the earnings; if it. shows a loss, be alone has to bear.jt. He is also 
the sole manager, the pivot as it were, of the entire business. 

Individual entrepreneur system is the earliest and the simplest 
form of business organisation. Even today it is very common and 
wide-spread, ks importance is, however, declining due to a general 
increase in the scale of production all around. It still persists in such 
businesses as retail trade and agriculture, and in professions like 
that of doctors and lawyers. In the business in which personal rela- 
tionship between the consumer and the producer is important, the 
individual entrepreneur system is very appropriate. 

This system has several advantages. Its formation is easy; any- 
body who intends to set up a business establishment is at liberty to 
do so with the resources at his command. The motive to work hard 
in the business is also great; because hard work increases profits and 
these profits go diredtly and ' exclusively to the pocket of the sole 
trader. Moreover, this system ensures prompt action, so often 
necessary for the success of the business, since the sole trader does 
not necessarily have toconsult anybody in his business matters. 

. iFor greater details see my B/^s/nfss Methods and Machinery, Vol. H Kitab 
Mahal 
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This system is not free' from disadvantages. The greatest dis- 
advantage is that the liability of the sole trader is unlimited; in 
•■other -words/ his debts run against his entiie property 'and not merely 
against the amount of capital employed in' his business. Secondly, 
!the' size of 'the business, under this system/ necessarily remains small 
for the productive resources which a single individual cad supply 
are • definitely 'lirnited; Againj a sole trader does not command 
specialised and expert opinion which is possible under partnership, and 
cmore under the joint stock company, because of large resources of 
the latter. 

§ 2. PARTNERSHIP ' 

The need of doing work on a larger scale than is possible under 
the previous system draws together . more than one person to carry 
on business in partnership. Such a business establishment is, called 
a partnership find.' ■ "The Indian Partnership Act 1932 lays down : 
‘‘Paftne'rship is the' felation'between persons who have agreed tid'share 
the profits of a business carried on by all or any of thern acting for 
all.” The maximum number of members is 20 in the case of an 
. ordinary firni'and.lOiin the 'case-oT'a . banking firm. 'The liability of 
;< .'pa'rtners is. usually unlimited, as is the case with 'the sole proprietor, 

' thoughisoine of.the- partners, mayi have lirnited liability by express 
. . agreeinent. i Partners are jointly and .severally (separately) responsible 
, for ail the (debts of the firm. 

;<•. ‘>i Partnership, as a form 'of. business organisation, is.-, not so impor- 
. ta'nt hdwMas>dt'' was- some time back.- ■ It still 'persists in retail trade 
. and mercantile establishments of moderate, size. Small mandfacturing 
factories are also sometimes organized on partnership basis. . 

Partnership has many advantages. Jt can be formed very easily, 

. though the case of formation is not so great as under tbe individual 
enterpreneur .system. Motive . to labour hard to make the business a 

■ success is quite" considerable. ’“So great is the risk arising from 

■ unliidited liability, so direct is the relation between the partners, 

■ that the stimulus to production' operates powerfully.” Againj since 
the resources of more than one .person are available, here, the scale 
of ^ production becomes fairly large. The capital, skill and business 
ability at .the command of a ^partnership firm are often greater than 

■ those available to a sole trader. The combination of. partners and 
tbeir resources also makes" differentiation, specialisation and division 
of labour possible. . 

Partnership has certain defects as well. Though the capital at the 
disposal of the firm is large as •compared to a sole trader, it is not 
large enough for starting big factories and big transport agencies 
Which typity the modern size of business establishments. The un- 
imite liability is also a great handicap, for that makes the liability of 

each partner excessive for most, purposes. Again, partnership has a 

very precarious existence and may dissolve at any time. Personal 
quarre or lunacy or death or insolvency of a partner, may lead to the 

■ break-up of the firm. ' . ^ 
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a combination or a combine. Combines are formed to take advantage 
of the economics of large-scale production or to put an end to the 
keen competition between the competitive business units. Com- 
binations -take various shapes and are known by different names like 
holding companies, syndicates, jcartels and trusts. .These combinations 
lead to monopoly,. that is, the sole power of controlling the market. 

, ^ ^ ' § 5. CO-OPERATION 

Another form of organisation which is making great progress 
these days is co-operation. Co-operation has been defined as a special 
form of economic organisation in which the people work together for 
definite business purposes under definite business rules. Its chief object 
is to .eliminate the middleman who grows fat at -the cost of consu- 
mers. and producers. . Co -operation takes three principal forms ; ^ 

(1) Vrodtmr^s Co-operation, Under this system workers join toge- 

ther to carry on production on their joint and several account. In 
this way, they can get the profit' which usually goes to the pocket of ’ 
the so-called capitalist. ^ 

( 2 ) 'Consumer's or Distributive Co-operation, Under this system 
consumers join together to form a co-operative organisation for the 
purchase of their requirements at wholesale rates. The co-operative 
store sells goods to the members and later on the profits of the society 
are calculated and divided among the^ members in proportion to their 
purchasers. 

yS) Co-operative Credit, The, chief object of co-operative credit 
societies is to' give loaqs to its members at cheap rates of interest. 
Their funds come through deposits and borrowings which are lent to 
the members for certain definite purposes. 

§ 6, PROFIT-SHARING 

The antagonism between labourers and capitalists has taken seri- 
ous turn in modern times, and strikes and lock-outs have become 
frequent occurrences. Labourers feel that capitalists do not give. them 
sufficient wages ; they keep for themselves a large share of what is the 
result of their (/. e., labourer’s) hard labour. Some capitalists realising 
the sense in the workers’ argument, agree to distribute a portion of 
the profits of the business among labourers. This is known as profit- 
sharing plan. Profit sharing is just an agreement, freely entered into, 
by which the employee receives a share, fixed in advance, of , the profits 
of the particular business which employs him. The share of profit 
accruing to him. is something In addition to wages and is known as 
^bonus’. 

TEST QUESTIONS 

' i 1, What is the nature of sole trading system ? What are its advantages and 
disadvantages ? 

2. Write an essay on 'Partnership’. 

3. What arc the characteristics of a joint stock company ? Discuss its 

advantages and disadvantages. . ‘ ‘ - 

4. Write notes on (1) co-opcration, and (2) profit-sharing plan. 
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EXAMINATION QUESTIONS 

U. P,, Int. Arts 

1. Write a short note on Co-opcrativb Production. ’ (1950) . 

2. Write a short note on partnership. ‘(1949) 

3. Write note on the principle of unlimited liability (1948) » • 

Raj.j Inter. Arts ^ 

4. Write short note on Limited Liability Comply. (194?) ^ 

Patna, Int, Arts . . ^ 

. . 5. Describe the organisation of ,a Joint stock-company. How do you cxp^laio ^ 

the popularity of joint stock companies ? (1949 A) ' / 

6. What do you mean by Limited Liability ? What advantages docs this give’ ' 

to a joint stock company over a partnership business. (1947 Suple.) ‘ ‘ 

Patna, Int. Com. . ^ ' 

What do you understand by Limited Liability ? What advantages does this 
give to a joint stock company or partnership business^ ' (1947 S) 

Banaras, Int. Com, \ ^ 

7. ^ State briefly the mciitsand limitations of joint^ stock form of business 
enterprise. What part has it played in the economic development of India ? (1947) 

Sagar, Int. Arts 

8. Describe the characteristics and special advantages of a joint stock com- 
pany. (1950) 

9. Write note on Joint Stock Company. (1949 Supp.) 

10. Describe the characteristics of a Joint 'Stock Company. ' Give- .its advan- 
tages. (1948) » : . . 

Travancore, Inf. > 

11. Why does the Joint Stock Company play such a 'large' part in ^modern 

economic organisation ? (1943) - ^ 

Punjab, Inter, ' . ^ * 

12. Write a short essay, giving the merits and defects of the Batai System of 

tenancy, 1949) f .. 

13, Why is joint stock enterprise the most current form of business organi- 

sation ? Dnders what conditions may public enterprise be -considered more ’ 
suitable? (1949) * 

Delhi, Higher Secondary > ! ‘ ^ r 

‘ - 14. What is partnership ? ■ Distinguish it carefully* from a joint stoc ’k 
company. How is a joint stock company formed ? (1949) , , . ^ ' 
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CHAPTER 45 

NATURE AND PROBLEMS OF PRODUCTION 
IN: INDIA 

The well-being of a people is like a tree ; agriculture is its foot^ manufactures 
and commerce are its branches and leaves : if the root is injured the leaves fally the 
branches break away and the tree dies , — yi Chinese Philosopher, ‘ 

In 1931, Dr V. K. R. V. Rao had calculated the national income of 
India to be Rs,. 1,600 crores, which comes to Rs. 65 per year Rs. 5 J 
per month). The Natibiial Income Committee calculated the national 
income of India on the .basis of 1948, statistics (this* ' calculation was 
made in 1951) to, be Rs. 8,710 crores, which comes tb4ls. 255 per head 
{L €,, Rs. 21^ per ’ month). From this, the conclusion should not 
be .drawn that pur country has become four times richer than what 
it was in 193L In fact, the amount of currency in circulation in our 
country has very much increased ; and For several years past, the 
monster of inflation has overtaken us. Hence the mnej income of the 
people has , increased^,, , But as prices of things and services have also 
very much gone up, the real income of the people has not increased. 
As such, there is nothing to show that the poverty of the Indian people 
has become less than before. 

The main reason why we continue to be poor is low output. ,For 
one thing, we, have failed to make full use of our productive resources. 
Secondly, we are not efficiently using even such productive 
resources as we have been able to use productively. Hence it is very 
important for us to make a. study of the nature and problems of pro- 
duction in India. 

The nature of production in India can be understood by study- . 
ing the relative importance of the different occupations in the country's 
economy. In the table below, we give the occupational distribu- 
tion of gainfully occupied persons in India as given by the National 
Income Committee in. their report published in 1951. It, is clear from 
this table that India is predominantly an agricultural country. Not 
less than 68% of the working population is engaged in agriculture. 
Industries claim only 14% of the population. Only 6% of, the 
population is engaged in ’trade and 2% in transport. - Hence the main 
occupations (or the main sources of i our national income) fall in 
this order : agriculture, industries, trade and transport. 


Occupation 

Percentage of Total 

Population 

Agriculture 

68 

Industries 

14 

Trade 

6 

Domestic Servants ... i 

3 

Transport ... | 

2 

Others ... | 

7 

Total ... 1 

100 
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§ I. AGRICULTURE^ 

India is the only civilised country in the world whose population 
<3epends upon agriculture to such a large extent. As we have stated 
abo\e, 68% of the gainfully occupied population depends upon 
agriculture. Approximately half of our national inconae is derived 
from agriculture.2 Such an.absolute dependence upon this one occupa- 
tion, whose success Or failure depends upon the eccentricities of Nature, 
is a source of great weakness to the economy of the contry. When 
there is a failure of rain, a widespread famine, characterized with 
enormous unemployment and la'ck of purchasing power to buy food- 
stuffs, is the usual result. The various Famine Commissions set up 
from time to time to investigate into the causes and remedies of famines 
found that lack of industrialisation is the chief cause and rapid indus- 
trialisation the best remedy of the extensive suffering with which 
Indian famines are associated. 

The balance of the Indian economy is thus tipped heavily in favour 
of agriculture. Even this occupational disequilibrium would not have 
been as injurious as it is today if our agriculture were not so backward. 
If we compare the yield per acre of the various crops in our country 
with the corresponding figures of other countries, we will discover 
that we are far behind others. Whatever criterion of judging the 
■efficiency of agriculture we might adopt, we will find the same tale 
repeated. The poverty of the masses cannot be removed unless the 
defects of this major industry are carefully studied and remedies 
thought and applied for their removal. 

The Causes of Backwardness 

The causes of backwardness of Indian agriculture are partly natural 
and partly human. The natural causes are the failure of rainfall, the 
unfavourable climatic conditions, the spread of plant diseases, and the 
evils of pests, animals, rats and locusts. These natural causes have 
been partly cohtrolled by various Government Departments and have 
lost much of their old rigour. They are, as a matter of fact, not so 
much _ accountable for the backwardness of agriculture as human 
factors. 

Let us begin with land. The success of agriculture depends to a 
large extent upon the area which the cultivator tills and which is 
technically called his holding. In India, holdings are very small. 
Then, they are divided into tiny fields, scattered at inconvenient dis- 
tances. Consequently the application of various mechanical devices 
and the provision of such simple things as wells and embankments 
becomes unprofitable, while much labour, time and energy are wasted 
in moving from plot to plot. Moreover, permanent improvements on 
land are usually absent. Over a greater portion, it has been aptly 

1. See Chapter 30, The Agricultural Wealth of India, ante. 

. .-According to National Income Committee (1951). 48% of India’s 

national income is derived from agriculture. 

23 
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observed, the landscape owes nothing to the hand of man ; the fields 
lie unwatered, unfenced and unembanked, without shelter tor men or 
beasts. Irriiation facilities, so important in a country where vagaries 
of monsoon are a rule rather than exception and where double cropping 
is absolutelyg-essential to support an increasing population, are very 
.unsatisfactory. The defective land tenure system is also a grave cause 
of concern. 

The causes related to agricultural labour are also very important. 
Cultivators partly due to their poverty, partly due to their ignorance 
and lack of public health conscience, are physically bankrupt and lack 
efficiency. Absentee landlordism is still continuing with all the 
pernicious results it is capable of. 

The deficiency of capital — fixed, working and reserve — contributes 
its own quota to the wretchedness of agriculture and misery of the 
cultivator. His one important capital, namely cattle, is far too 
numerous, but very weak and inefficient. 

So far as organisation is concerned, it is the one thing lacking to a 
really serious extent. Marketing facilities are not sufficient and 
satisfactory, while rural industries which afford subsidiary and alter- 
native occupations to agriculturists, are deficient and undeveloped. 
Technical improvements in various processes and departments' of 
agriculture have still to be made. A catalogue of all the defects of 
our agriculture will be a long list indeed. Attention is being paid to 
make careful survey of all the causes and of formulating effective 
remedies to solve them. 

Intensive and Extensive Cultivation 

An important topic in connection with Indian agriculture is the 
scope for intensive and extensive cultivation. We have already discussed 
this topic in Chapter 28, § 5. 

§ Z. FACTORY industries 

Manufacturing industries provide the next important occupation 
to the people of the country, 14 per cent of the gainfully occupied 
population being absorbed in them. The manufacturing industries 
are divisible into two broad divisions : (I) The factory industries, 
/. e.y the large-scale industries which are organised into factories 
worked with power*driven machinery, and (2) the cottage industries. 
There has been a steady increase in the number of factory industries 
in our countty in recent years, especially since the First Great War. 
Cotton textile mills, jute mills, sugar factories, cement factories, glass 
factories, paper manufacturing concerns have sprung up on all sides. 
But the factory industries, in spite of their imposing existence and 
recent growth, give employment to hardly 0*6 per cent of the total 
population. They have, however, a bright future before them and 
their recent development is an indication thereof. The realisation of 
- rapid industrialisation, as the most effective remedy for solving many 
of the economic ills of the country, is sure to stimulate the growth of 
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factory industries. It will be in the fitness of things to give here a 
short review of the more important factory industries of our country. 

Cotton Textile Industry 

The cotton textile industry is perhaps the most important factory 
industry in India. Judged from the standpoint of the capital invested, 
employment given or contribution made to India’s national income, 
the cotton textile industry occupies the first position in the list of 
Indian industries. A sum of approximately Rs. 100 crores is invested 
in thig industry. We have at present 425 cotton textile mills in the 
country (August, 1950). They produce cotton yarn and cotton piece- 
goods, and their production in recent years has been approximately 
as follows : 

1948 

MOO 
4,300 

The most important places where the industry is localised are 
Bombay, Ahmedabad, Sholapur, Kanpur, etc. Formerly the State of 
Bombay was the most important State for this industry, but later 
proximity to market and availability of raw materials led to the estab- 
lishment of cotton textile factories in the interior, e.g., Kanpur ; 
while the ideal of State self-sufficiency was responsible for the expan- 
sion of this industry in West Bengal. 

Before the World War I, about 25% of India’s demand for cloth 
was met by imports. But now the cotton textile industry has 
expanded to such an extent that our imports in 1950 amounted to only 
Rs. 2 crores whereas our exports of cotton yarns and manufactures 
were about 112 crores of rupees. In fact, these export form (1 950) 
about 25% of our total exports. During the period of the World 
War II, after Japan ceased to be a supplier to neighbouring countries, 
India obtained an excellent opportunity of exporting cotton cloth ; 
and today Indian cotton piece-goods go to a large number of countries, 
including Australia, England and U.S.A. 

The present-day problems before the industry deserve adequate 
attention, and immediate remedies should be applied to solve them. 
F/rrr/y, much of the machinery and plant have become worn out and 
depreciated and requires replacement. Secondly, the prices of im- 
portant machinery have gone up considerablv and this prevents their 
imports. _ If machinery are imported at high prices, the interest and 
depreciation charges will increase, resulting in greater cost of pro- 
duction. Hence it is necessary that efforts are made to produce cotton 
textile machinery in India. Thirdly, many of our cotton-growing 
tracts have gone oyer to Pakistan, with the result that the supply of 
raw cotton to our mills has become a serious problem. Fourihly, high 
price of raw Cotton and low productivity of labour tend to push up 
cost of production ; and this is a serious handicap. Finally, output of 


1947 

Yarn (Mn. lbs.) 1,300 

Piece-goods (Mn. Yds.) 3,800 


1949 

1950 

1,400 


3,900 

3,700 








376 


INTRODUCTION TO ECONOMICS 


cotton goods must increase rapidly to supply goods not only to the 
home markets but also to foreign markets which India has gained for 
the first time In her recent history. 

The cotton textile industry is a very ancient industry of our country. 
In early times, before machinery and power were used, our craftsmen 
turned out the most elegant fabrics renowned throughout the length 
and breadth of the world. But when machmery and power began to 
be used by England and other western countries, they began to pro- 
duce goods cheaper than India. Indian handicrafts industry, therefore, 
languished.’ Later on, efforts were made to start this industry on the 
factory system, which were crowned with success. The first cotton 
mill of th^ country was started in 1818 in Bengal. In 1851 was 
started the Bombay Spinning and Weaving Mill which marked'the 
real beginning of the Indian cotton textile industry. Bombay possessed 
such favourable conditions for the growth of this Industry that mills 
after mills were started there ; and this place early became the most 
important cotton textile manufacturing region of the country. It was 
after some time that the industry began to disperse and Sholapur, 
Ahmedabad, Kanpui and other centres sprang up. Development of 
this industry has been greatly helped by the American Civil War, the 
Swadeshi Movement and the two World Wars. 

Jute Textile Industry 

The jute textile industry is the next irhportant textile industry of 
the country. A sum of Rs. 25 crores approximately is invested in 
this industry. There are about 112 jute textile mills working in 
India, Their production in recent years has been as under : 


Output of 

Jute Manufactures in 

’000 tons 

1947. 

1,000 

1948 

1,100 

1949 

900 

1950 

soo 


The industry is localised nearabout Calcutta because of several 
favourable factors. Firstly, the raw material is nearly available from 
East Pakistan. Secondl3% Calcutta is a big market for capital and enter- 
prise. Thirdly, the facilities for the export of manufactured jute 
goods and import of machinery are great. Finally, nearness to coal 
and iron and efficient transport system have been other favourable 
factors. 

The Jute textile industry has been a great exporting industry. In 
1950, Jute exports amounted to Rs. 117 crores, somewhat more than 
cotton textile exports, and formed about 25% of total exports. More- 
over, quite a substantial part of these exports goes to hard currency 
areas, particular to U.S.A. whose dollar is very scarce. 
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The industry is facing se.veral problems. Firs/Jj', most of the raw 
jute comes from Pakistan and the supply of raw jute is not alwa3's 
prompt and cheap. Secondly, foreign countries are trying to discover 
substitutes of jute, which threatens the future of this industry. Thirdly, 
places like Scotland and France are trying to develop this industry 
themselves. 

The jute industry began its career in 1854 when the first jute mill 
was started in Serampur. Other jute mills soon followed. The 
Crimean Wat and the World War gave this industry great stimulus 
and helped it to find a sound foundation. The entire capital of the 
jute industry was formerly European, but the majority of it is now 
held by Indians. The management is preponderatingly Scottish. 

Iron and Steel Industry 

Iron and steel industry is called basic or key industry because it 
provides steel out of which machinery are made. We have a flourish- 
ing iron and steel industry in India at the present time. The annual 
installed capacity of the industry is slightly above 16,00,000 tons. The 
following table shows the production of finished steel in recent years: — 


Year 

j ’000 Tons 

1947 

900 

1948 • 

900 

1949 

900 

1950 

1,000 


The industry is localised in the States of West Bengal, Bihar, 
Orissa and Mysore because of nearness of iron and coal. Though 
we ace not now so much dependent on foreign countries for the 
supply of iron and steel as we were at one time, yet our industry is not 
able to meet out total internal demand ; and there is urgent need of 
considerable expansion. Our annual internal demand is for 2| million 
tons of steel but we produce only about one million tons per year. 
Our annual imports of iron and steel amount to about Rs. 16 crores 
and our exports thereof to about Rs. 8 crores {1950 figures). There 
is considerable scope for the expansion of this industry. 

' The industry is at present facing several important problems, 
because of which it is not expanding. Firstly, machinery in many 
concerns is almost toally exhausted and there is need of new machinery. 
Secondly, there is dearth of capital and also fear of nationalization. 
Thirdly, labour cost has considerably increased. In Jamshedpur, the 
most important centre of the industry, the remuneration of labour has 
increased three times but their output per head has fallen to 2/3rds ; 
in other words, labour cost has increased 4| times recently. Finally, 
though the industrj' is mechanised, it still emplovs a large number 
of hands. 

In olden times we had an important iron and steel industry, but 
it was altogether non-mechanised. It could not face the competition 
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of the westera steel industry which had the advantages of machinery 
and power and declined by slow degrees. Europeans later tried to 
start this industry in India on a factory basis, when demand for steel 
had increased tremendously. Efforts were made by European firms 
and the Government to produce iron and steel, but they did not 
succeed. The inception of the Barakar Iron Works marked its begin- 
ning in this country. The formation of the Tata Iron and Steel 
Company, which began the construction of its work in 1905, the 
production of pig iron in 1911, and of steel for the first time in India 
in 1913, marks the second stage of the evolution of this industry. 
Soon after the Tata’s had begun to produce steel, the World War I broke 
out. Government soon commandeered the Tata Works which were 
worked to their full capacity during the period of the war. After 
the war, foreign industry bigan to compete with the young Indian 
industry ; and the Government adopted a protective attitude by in- 
creasing import duties. Other mills were started under the stimulus 
of the protectionist policy, like the Eastern Icon Conipany, the 
Mysore State Iron Works, etc. Today India possesses a promising iron 
and steel industry, 

Indian Sugar Industry 

Indian sugar industry is of comparatively recent origin and is a 
child of protection. If we take gur and sugar together, India is the 
largest producer of sugar in the world. In the econo ny of India, 
this industry is put next to cotton textile industry which is given the 
first position. 

There are at present about 150 sugar mills actually in operation. 
About three-fourth of these mills are situated in U. P. and Bihat. 
About half of the number of sugar mills in the whole of India are to be 
found in Uttar Pradesh alone, U. P. also leads in sugar production 
Bihar is a good second, possessing about 25% of total mills and pro- 
ducing about the same precentage of total output. Madras and 
Bombay also produce sugar, 

.The production of sugar in recent years is given in the adjoining 
table 


Year 

Production 
('000 tons) 

1947 

900 

1948 

1,100 

1,000 

1949 

1950 

1,000 


Thus our annual output of sugar is about 10 hcs tons ; and this 
is also our annual national consumption. We are, as such, self-suffi- 
cient. But the scope for the expansion of this industry is considerable. 
We consume at the present time sugar at the rate of 26 lbs. per head ; 
but in a well-balanced diet, consumption of sugar should be at least 
20 02 . per day. If sugar is available at cheap rates, consumption of 
: agar is lound ic increase in t\: country. 
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The history of the Indian sugar industry is an interesting reading. 
In the olden times, we were important sugar productrs and exporters. 
Even as late as 1900, one- half of the sugar produced in the whole 
of the world was manufactured in our country. The decline of this 
industry came when beet- root sugar began jo be produced in Europe, 
while Java and Mauritius turned their attention to Indian Markets. 
The deterioration of the industry continued up to 1932, in which 
year the import duty on foreign sugar was raised so that effective 
protection was granted to the Indian industry. The granting of protec- 
tion was to the Indian industry followed by a phenomenal growth in 
the number of sugar mihs. -The histoiy of the present industry, there- 
fore, extends only to the last 20 years, during which period it has 
made tremendous progress. India has become self sufficient in sugar, 
and we can also export sugar to other countries of the world provided 
it is organized on proper lines. 

Paper Manufacturing Industry 

India has also begun to produce paper and this industry has been 
making fair progress. The progress has been really great since the 
grant of protection. The production of paper now exceeds 2 million 
cwt. 

The manufacture of p.aper by hand been carried on in India in 
ancient times, but like several other industries it languished in face 
of the competition of foreign paper factories. The first paper 
factory set up in this country was the Bailee Mills, started on the 
Hooghly in 1790. The famous Titaghar Paper Mills took birth in 
1882 which purchased some of the machinery of the Bailee Mills 
when the latter went into liquidation in 1905. The manufacture of 
paper was, in fact, begun in 1922 by the Indian Paper Pulp Company. 
Indian mills have been started in upcountry centres as well, of which 
the Upper India Coupee Mills of Lucknow is an illustration. 

Match Industry 

The number of match factories in India is about 30. This in- 
dustry developed from the year 1922 when protection was granted, 
to it by a rise in the import duty to a sufficient height. The history 
of the match industry began from an earlier date, but the factories 
set up before 1922 had to be closed as soon as they were brought 
into being either because of faulty management, or because of error 
in selecting a suitable sim for factories. The only match factory 
which continued to exist was the Gujrat Islam Factory of Ahmedabad. 
Since the grant of protection, the industry has made progress and 
we are^ now almost self-sufficient. India produces each year about 
26 million gross of matches. A matter of serious concern is the 
establishment of match factories in this country by the gigantic Swe- 
dish Combine i which has a control of more than 25 per cent of the 
• total production of match in the world. There has been a vigorous 
agitation against the opera-mn of this foreign concern. 
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Glass Industry 

Glass was manufactured in olden times in this country but its 
modern history dates from 1690, when some pioneer efforts were 
made for starting the glass concerns. Many of the factories set up 
after that date did not me^t with success, but recently they have been 
more successful. Output of these factories mainly consists of bangles > 
chimneys, bottles^ etc. 

For most part the industry is of cottage variety. The cottage in- 
dustry is spread over a wide area, but is mainly localised in Firozabad 
in U. P. and Belgaum in the south. This industry is in a good 
position and satisfies quite a large portion of the Indian demand 
for glass bangles Japanese competition at one time made its 
pressure felt. Glass production on factory system has not yet much 
developed. The existing factories produce glasswares or bangles 
as in Firozabad, and lamp wares and bottles as in Naini and Bahjoi. 
The industry has not progressed satisfactorily, because the Govern- 
ment has not granted protection to it, in spite of the recom- 
mendation of the Tariff Board in the year 1931. 

§ 3. COTTAGE INDUSTRIES 

Manufacturing work is carried on not only in the big factories, 
but also in small work-shops attached to the houses of artisans who 
work with one or two apprentices or labourers, known as cottage 
industries. In the narrow sense of the term, cottage industries in- 
clude only th )se industries which are carried on in the cottages of 
the workers. Industries conducted in workshops are excluded 
from cottage industries and are known as ‘workshop industries’. But 
in the broad sense, cottage industries include all the Indus: ries carried 
on on a small iCile, “The term cottage industries,” says the C7. P. 
Cottage Jndu tries Committee K*^port^ “is used in contrast with organ- 
nised large-scale industries carried on in mills and factories and 
includes subsidiary industry which absorbs only a part of the time 
of the worker. They cover a wide range from the simple village 
craft, as those of potter and the ckarkha maker, to the highly skilled 
wood worker of Nagina or Saharanpur 

Cottage industries give employment to about 9*6 per cent of the 
total population whereas factory industries absorb jonly 0-6 per cent. 
The natural inference is that the Industrial India is a land of small 
industries rather than of factory industries. The Industrial Commission 
made certain cautious obserrations on the point, which may well be 
quoted below ; 

Apart from the beneficent chingcs brought about by the cotton mills, the tice 
mills ani the flour mills, modern indust. iil er.terptise has left India in substantial 
possession of its cottage indcstrirs. The imports from abroad and the products of 
Indian fac'orics have been absorbed Ky the largely increased demands of the coun- 
ty d The artisans produce commodities u-bich arc in demand and so far have not 
teen displaced by factory-made goods, and they woik under conditions which they 
hreferto factory life., .A genera review of the evidence confirms us in the conclusion 
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that cottace industries arc a very important feature of the industrial life of India, 

that they "arc bv no means so primitive as they arc usvtally depicted, and that there 
is no real ground for. belief that they ate generally in a decadent condition . ^ 


Importance of Cottage Industries ^ 

Cottage industries are of numerous kinds and are scattered over a 
wide range. We shall give here a discussion of the important cottage 
industries of the country. 

Cotton Textil’ Induttry. Hand-spinning and hand-weaving are 
important occupations of the masses of this country. Of these, spinning 
is fairly old, and has kept our women busy for centuries. They used to 
spin in olden times either for home use or for livelihood, though the 
practice has on the whole declined in recent times. Hand-spinning 
has lost its importance because the handspun yarn is weak, irregular 
and expensive as compared with mill yarn. 

Hand-weaving, however, still persists and has not been ousted by 
mills. Generally very coarse and very fine cloth is woven on hand- 
looms. The preparation of coarse band-woven cloth is largely the 
result of the Khadi Movement started by the Congress. Tne produc- 
tion of very fine cloth is to be ascribed to the inability of the mills to 
provide varied designs and to meet individual tastes. 

In recent times effoits have been made by the Indian National 
Congress, the various philanthropic bodies and the State Govern- 
ments to revive the handicraft cotton industry, but it is said that the 
attempts to bolster u{^ this outofdace industry have been comparati- 
vely unsucce.ssful and it is useless to make efforts to revive this indus- 
try. The U. P. Banking Enquiry Committee, however, assert that the 
decline of hand-loom industry has not been as rapid as is sometimes 
alleged. Of the total' cloth consumed in U. P. about :0 per cent is- 
woven on hand-looms. The industry is reported to show strong signs 
of vitality.^ 

Leaifisr hid 4 ft ly. Leather industry is rather widespread in the 
country because animals, which play an important part in Indian 
agriculture, provide ample hides. Tanning is unfortunately not 
well developed. Largj quantities of hides are provisionally tanned by 
indigenous coblers either to be sent to Europe or America for better 
tanning or to be converted into inferior leather goods. Tanning is 
rather an unpleasant occupation and it might be better done%y 
machinery in factories rather than by human hands on the cottage 
basis. 


Waod Induitry, Wood industry has been in existence from very- 
old times, particularly in villages where the necessity of making and 
repairing the wooden part of agricultural implements makes the 
presence of the village carpenter absolutely essential. In recent times 
the urban population has greatly increased the demand for furniture, 


3 Quoted by Wadia and Josbi^ The Wealth of India, pp. 409-410. 

4 C/, P. Banking Efiqniry Committee Report, 
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50 that the prospects of the industry have brightened up. The wood 
industry, as a general rule, should be allowed to continue its present 
form of cottage industry because the cottage workers live in open 
healthy surroundings near^he source of supply of raw material while 
such healthy environment may not be available in a factory; and 
5econdIy, because the present demand is not sufficient to justify the 
establishment of factories, 

Mefal Irjthntry. Metal industry has been worked in villages for very 
long times where the blacksmith prepares the metallic parts of the 
various agricultural implements whose wooden parts are completed by 
the village carpenter. In the urban areas this industry is mainly 
organized as a cottage industry and with the production of kitchen 
utensils and other wares. Wholesale merchants often place orders for 
knives, scissors and other articles of daily use with the cottage black- 
smith who are carrying their work satisfactorily. 

Ctramicu Pottery plays an important part in the Indian life and 
therefore, ceramics is a noteworthy cottage industry. The potter plays 
a significant part in India, particularly in the village economy where 
he is held in much respect. He produces articles of everyday needs 
like surah'*, kilsasy haunts y (heelams and toys for young ones. Pottery 
is a seasonal industry, being carried on only in dry and cloudless 
months so that the earth could be dried up. This industry is facing 
a rather hard time because middle-class persons have now begun to 
prefer Chinawares to earthenwares, while rich people have begun to 
purchase brass and other metallic wares. ® 

Oil Industry, Indians use oil in substantial quantities for toilet, 
lighting, cooking and social and religious ceremonies. This oil is 
largely provided by village oil-presses, though oil mills also exist 
in urban areas. Oil-presses still persist and are likely to do so 
in near future, firstly, because they produce better oil and secondly 
because there prevails some prejudice against oil which has come 
in contact with iron as happens in oil mills. It is very necessary to 
develop our oil industry since at present we export our oil seeds to 
foreign countries and in e.xchange we import oil : thus the oil-cake 
which is a valuable manure is lost by us. ‘*To export the entire oil 
secds/^ Dr. Voelcker aptly ramarked, **is to export the soiTs 
fertility,’* The retaining in India of the oil seeds is of the utmost 
agricultural importance, 

O/her Industries. Besides the abo'^’e. there are many other cottage 
industries carried on on cottage basis which may be biiefly mentioned. 
Gur making is one of the most important of them and has been existing 
in spite of the tremendous increase in the sugar-manufacturing industry. 
Effjrts have been recently made by the Government and other private 
and public bodies to improve this industry. Sugar is also produced 
on cottage industry basis in khand saris and is known as khanosari sugar. 
Then, there is the f^yZ-making industry which is destined to be orga- 
nised on cottage basis. No machinery is needed ; work is carried in 
^ open spac;* ; workers come and go whenever they like fer they have 



NAXaRE ANO PROBLEMS OF PRODUCTION IN INDIA 385 

's 

to, work oQ piece wages system, all of which favour the small-scale 
form of organisation. Then there are lac industries, carpet industries, 
Kashmiri shawl industry, embroidery industry and countless others 
which ate the objects of daily observation. 

Difficulties of Cottage Industries . , 

Cottage industries have been declining on the whole for a long 
time past Attempts were made in the past by the Indian National 
Congress and other bodies to bring them back to life, which had the 
effect of awakening the various Governments to the need of protecting 
these industries from speedy death. But sufficient work has not yet 
been done in this direction and the co tage industries have great 
obstacles in the way to prosp.-rity and growth. The important 
d fficulties which the cottage industries have to face are the following : 

(1) The quantity, quality and regularity of the supply of raw materials 
are far from satisfactory. Workers do not get the right type of materials. 
The village dealers, from whom artisans make purchases, receive their 
supplies of raw materials from wholesale merchants who do not care 
what the quality of the material is. The dealers ace also careless about 
the quality of materials because they know they can sell their stocks 
quite easily irrespec'ive of the g^od or bad quality thereof. The 
artisans have to purchase materials from the village dealer either 
because there is no other source of supply or because he is the only 
person from whom materials can be had on credit. Sometimes the 
itinerant giver-of-order also supplies raw materials, but the conditions 
do not very much vary. Even such materials, as they exist, ate not 
steadily and regularly available to cottage workers. Special difficulty 
if faced in the case of partially manufactured material like yarn, brass 
and sheets. 

(2) The illiteracy, ignorance and outofdate practices of cottage 
Avorkers constitute another problem. They have to work according to 
the knowledge which has been pissed on to them by their forefathers. 
Being uneducated and illiterate, they cannot think out for themselves 
new and attractive designs and patterns, while there is nobody to give 
them guidance in these matters. The same remarks are true with 
regard to the standardisation of products. It is a great shortcoming 
of our artisans that they are incapable of keeping themselves in touch 
with the nature of demind and of improving the quality of their goods 
in the light of such investigation. 

(3) There is no ag.m:y to estimate the exact demand of the cottage 
products so that efforts can be mide to take full advantage of it or to 
exp'oit it further, and, if necessary, to distribute it equitably among 
the artisans. At presmt there is over-production, of certain articles at 
one time, while they become very scarce at others. Supply is not tried 
to be equated to demand Internal marketing of cottage products is 
in need of thorough and systematic reorganisation and development 
along scientific lines. 
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(4) Foreign trade in cottage products is an altogether neglected 
factor. There is foreign demand for certain cottage products, uhile 
the demand for others can be easily created. But there is no satisfactory- 
organisation to develop foreign trade lO' a 'systematic fashion.. 
Hardly any catalogues are issued or advertisements inserted, while 
fixity in prices, standardisation of products and regularity of supplies,, 
so necessary for developing foreign trade, are usually lacking. 

(5) There are no proper facilities for obtaining credit. Artisans 
have to borrow from dealers who supply inferior raw materials at 
high rates, sometimes along with tbe loans for personal expenses at high 
rates of interest. So that once the artisan enters into a transaction, he 
becomes a life-long debtor because of the unmanageable liability that 
he incurs. Again, considering the high rate of intciest charged, he 
has to part with the finished materials at cheap prices which may be- 
determined at the time the credit is taken. 

Suggestions for Improvement 

Cottage industries fulfil a definite function in the economic system^ 
of a country and in order that they may discharge them efficiently, all- 
the defects and shortcomings pointed out above should be tried to be 
removed. The following specific suggestions may be made in this* 
direction. 

(1) Steady Supply of Good K'7af Materials, The defects concerning^ 
raw materials require immediate correction. The quality of the raw 
materials supplied to cottage workers must be improved for the 
quality of the finished products and the excellence of workmanship 
largely depend upon this factor. Besides the quality, the supply of 
raw materials needs ptoper organisation. Efforts should be made to 
supply them directly and conveniently co the cottage workers them- 
selves. The raw materials should as cheap as possible. 

(2) Education of the Coitag*. Workers, No less important ts the 
necessity of providing proper education to the artisans. Besides 
primary education, which will broaden their general outlook, they 
should be insiructed in vocational crafts and industrial training. Indus- 
trial and vocational schools may be opened which should preferably 
be put under the Director of Industries.^ It was the recommendation 
of the Industrial Commission that the state should organise demonstra- 
tion of the new methods and should set up work-shops for the 
training of the intelligent workers. Jail and reformatory schools 
should impart education in industrial crafts so that their inmates may 

5 *'It is high noic that should endeavour to improve artistic education of 
our young apprcpiiiccs by ,idopting the western system of teaching which will 
cultivate the taste for beauty and diffuse sound knowledge of its rules. Again, the 
arusans have to be lifted out of their narrow groove and their natural horizon 
improved if they are to produce fine work. With the lessons on drawing and 
dcsicf.i'^g. follov'ing traditions of Indian art and craftmanship, arrangemenr has 
abo to be made for imparting such general education as will enlarge the mental 
vision of the artisan while preventing him from falling into a clerical groove’* — 
R. K. Mukcf ji. Th Vfurdniio^u cf Jndisr. Tuor.orucs, p. 398. 
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enter into these vocations after completing their stay there. The 
co-operative department may well undertake peripethetic system of 
^demonstration with regard to Tural industries. 

(3) Tec'^ntcal Gniiance. In addition to education, technical help 
of definite character m-iy also be given to cottage worker^. Advice 
in technical matters, training in the technique of production, inven- 
tions of new patterns and designs, are some of the examples of this 
sort of assistance. 

(4) Ncn> Tools and Implements. Another much needed reform is the 
introduction of new and improved tools and implements. Our cottage 
workers have been using old implements, which can be easily improved 
with remarkable results. This work should be undertaken by Govern- 
ment Experimental Factories and Industrial Educational Institutes. 
The newly invented implements should be made popular by practical 
demonstrations and dissemination of knowledge in vernaculars, through 
bulletins, booklets and handbills. 

(5) Organisation of Trolirlion. At the present time organisation of 
production of the cottage workers is very inefficient and lacks a system. 
It has to be modified as to make the realization of the full advantages 
of division of labour and other such devices possible. The state 
should give all possible assistance in such endeavours. The realisation 
of the advantages of factory system so fir as possible, while continuing 
the cottage form, is a principle well worth achievement. 

(6) Supply of Capital and Credit. One of the greatest difficulties 
faetd by the cottage industries today is the lack of proper supply of 
finance. Artisins have to borrow cash from local money-lender 
who is the village dealer, at high rates of interest, which takes away a 
part of their meagre income. It was the opinion of the Industrial 
Commission that the Director of Industries should give small loans to 
artisans ; while improved tools and imolements may be supplied to 
them on hire-purchase system to become ultimately the property of the 
artisans. There is much truth in the suggestion that in spite of the 
not very hopeful experience in the past, the co-operative industrial 
banks or well-organised co-operative urban banks are the best agencies 
to meet the requirements of the industries satisfactorily. Co-operative 
institutions may be established with advantage to finance the rural 
industries for long and short terms, 

7. Organiiation of Marketing, The necessity of organising the sale of 
cottage products is of supreme importance. At present the cottage 
workers are not in a position to capture the market which is definitely 
thei*rs. Home markets remain unfed, while foreign markets are 
, exploited.. With systematic efforts, they can be made available to 
cottage workers. Creditable work has been done by Arts and Crafts 
Emporium, Lucknow, towards the restoration of the connection 
betxveen cottage workers and Indian and foreign markets. Such 
institutions may be set up* at all important centres throughout the 
country. The Banking Committee recommended that licensed ware- 
houses and co*operative wholesale depots should be established for 
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the Storage and sale of cottage products. Any sehcmc of marketing 
should give due weight to pcoper advertisement. Calico printing of 
Farrukhabad, Benaras silk, Agra carpets and such other articles are 
exported to London and New York in appreciable quantities because 
of the advertisement they secured at the Wembley Exhibition in 1924. 

(8) The Prwcljfle of Co-operation, The principle of co-operation 
should be applied to cottage industries. Co-operative societies can 
be started for a variety of purposes, as for example, supply of capital ; 
purchase of raw materials and tools and the sale of cottage products. 
They can provide effective protection to the artisans against the ex- 
ploitation of the middlemen and the competition of large-scale indus- 
tries, Germany, Switzerland and Italy have derived much from 
co-operation and we must follow suit. 

(9) Sta^e Assistance, State can render much help in the rehabilita- 
tion of cottage industries. The great development of these industries 
in Germany is the result of state assistance, not through coercive 
measures as protective duties, but through judicious diffusion of advice, 
information and education. Our Government must take lesson from 
such foreign examples and extend protection to the decaying cottage 
industries. The Industries Departments have so far concentrated 
their attention on the commercial aspect of cottage products and not 
on their qualitative aspect ; they have taught our artisans to produce 
things which will sell well, and not the things which are artistically 
excellent. The great deterioration in the quality of cottage products 
can be effectively checked if these departments take the matter in 
their own hands, supply good designs and pattern to the workers and 
provide marketing facilities for their sale, 

(10) Swadeshi Spirit. Side by side with all this measures must be 
kindled in the hearts of the people a Swadeshi spirit, the desire to 
purchase Indian cottage product as far as possible. This will be of 
great assistance in the sale of cottage product?, specially in the begin- 
ning when the competition of machine-made goods would be very 
acute. 

The Importance of Cottage Industries 

It is sometimes doubted if it is at all advisable to waste time, 
money and thought on the improvement of cottage industries which 
seem destined to die a natural death. This suspicion is, however, 
false for the cottage industries have a distinct place for themselves 
in the industrial life of the country, and cannot be entirely swept 
away. It is of great importance that they should be made to play 
their part in the most efficient manner. Their importance can be 
appreciated by keeping the following points in view : 

(/) Cottage industries provided subsidiary occupation to cultivators 
i.e.y in their vacant time, the cultivators can carry on industrial pro- 
duction on cottage basis. Some of them also provide alternative 
occupations to cultivators ; i.e.^ if they like, they can give up agriculture 
and take to handicrafts. Moreover, they afford livelihood to thousands 
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of urban artisans. Such an important source of employment is to- 
be preserved and strengthened. , • 

(//) Cottage industries are suited to the genius of our people and 
in many respects enjoy natural advantages against large-scale produc- 
tion. Given a proper organisation for instruction, finance, production 
and marketing, many of them can be firmly established to the benefit 
of that section of the population which has no alternative means of 
livelihood.® 

{///) The growth of cottage industries will lighten the distress of 
famines. It was’ the opinion of Famine Commission of 1880 that the 
root cause of famines is the unfortunate circumstance that agriculture 
•forms almost the sole occupation of the masses, and they prescribed 
industrialisation as the only remedy for famines. 

Factory industries have led to the concentration of population 
in particular areas which has created the problems of over-crowded 
cities, Jack of proper, housing, physical and moral degradation., etc. 
Cottage industries can reduce these evils by the diversification and 
ruralisation of mdustries. 

(f') Finally, cottage industries afford a means of production where 
labourers can live in neat, healthy and open dwelling and work with 
the members of their family. '’‘The collaboration of all the family 
members not only economises but sweetens labour ; culture and 
refinement come easily to the artisan through his work amidst his 
kith and kin.” 

Factory industries vf. Cottage industries 

It is sometimes feared that the cottage industries -may not be able 
to compete \yith factory industries. The latter derive the advantages 
of internal and external economics of large-scale production, division 
of labour and mechanisation so that their cost of production maybe 
• much less than that of the cottage products. If so, the revival of 
cottage industries will be fruitless. This is, of course, true in.some 
cases, but there are other cases in which this is not so. Cottage 
industries have definite advantages, even in matter of cheap production 
in some case’s, while there are forms of production where the cottage 
basis is inevitable. (1) In some industries machinery cannot replace 
the hand Jab iur, as for example in i’/V/'-making, and they must be 
organised as cottage industries. (2) Then there are industries rcquic- 
ing high degree of artistic skill of excellence, like wr/’-making and 
■ painting. The scale of production of such industries must inevitably 
be small. (3) The same is the case with industries like tailoring, 
which cater for personal tastes. (4) Again, all the new industries 
are cott; i industries in the- experimental stage. t5) Finally, there 
ate some ..mall-scale-industries like machine-repairing which are natura 
associates of the factories. 


6 Cottage Indnsiries Committee Report, p. 6. 
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Strictly speaking, cottage industries and factory industries have 
their distinct spheres of cheap productijn ; and where this distinction 
«can be madcj both of them should grow and flourish side by side. 
'There is a certain sphere of competition between the two forms of 
•production also, and here cheapness in production, immediately and 
in the long run, should be decisive factor as to which of the two 
forms should be encouraged and maintained. It is such wise discre- 
tion which can help us to maximise the industrial output of the 
.country at minimum cost. 

• § 4 . EFFECT OF WAR ON PRODUCTION IN INDIA 

The present survey would not be complete or realistic unless 
something is said regarding the effect of war on the productive capa- 
city and nature of production in general in this country. That our 
productive capacity was greatly augmented along old channels and 
newdy developed along new channels hitherto unknown or neglected, 
is an important satisfactory fact to note. During the war, our imports 
were greatly reduced and indigenous enterprise had risen to the occa- 
sion to take their places. Our country had to station, feed and equip 
a large British, American and African army — an altogether new 
demand — to cope with which production was augmented. As the 
United Nations had to meet the onslaught a fully regimented and 
prepared hegemony of totalitarian States, they had to increase their 
.output to the utmost, and India was called upon to play an important 
role in this direction. All these factors were reinforced by a keen 
desire on the part of industrialists and businessmen in general to plan 
for increasing our standard of living in the post-War period ; and this 
envisaged an increase in production even when the War was on. Cou- 
pled with this fact was the necessity of increasing production with 
a view to bring down the soaring prices, w^hich could be done only 
by increasing production. All these factors led to an increase in the 
production of commodities in India as a general rule. No doubt 
.there were difficulties in the way. Shipping space being restricted, 
import of machinery and even skill were greatly hampered. There 
was a dearth of trained and skilled labour as well. Other factors 
proved as obstacles. But they were not able to prevent us from 
•raising our production considerably. 

.Effect on Agriculture 

The most important lesson learnt by the people of the country 

• during the World War II was their agricultural backwaidness. The 
. cessation of imports, especially Burma rice, worsened our food situa- 

• tion and Bengal famine came with unprecedented horror and destruc- 
tion. India was not able to feed the fighting forces and Allied Nations 
as much as she would have liked to. Efforts were made in almost 
all the provinces to improve agriculture and increase its output. The 

• 'Grow More Food’ Campaign started by the Government, though 
more spectacular than substantial, was not without effect. The work 

: started by the Rural Development Departments under the Congress 
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Ministries also proved valuable in as much as the machinery then set 
■up and the awakening then made proved useful. New land was 
brought under plough. Improved methods of farming, supply of 
improved seeds and manures and such other methods were resorted 
•to. Marketing facilities and in some cases transport facilities were 
sought to be improved. ■ Efforts were again made to prevent the 
•maldistribution of agricultural production by increasing State control 
in such matters. It is also satisfactory to note that production was 
directed into new channels.: and greater attention was paid to vegeta- 
ible growing, fruit-farming, forestry and other like subsidiary industries 
than in the past; On the whole, consciously or unconsciously, efforts 
w'ere made to put' India on a better agricultural footing- and the 
achievements were both quantitative as well as qualitative. Though 
much remains to be done before Indian agriculture can be established 
on a satisfactory basis, it is good that a beginning has been made. 

Effect on Industries 

The effect of World War II on Indian industries was still more 
wholesome and salutary and they greatly profited by this war. The 
output of cotton textile, leather, sugar, iron and steel and other indus- 
tries was considerably increased. Many new industries were established 
in this country of which cycle manufacturing, ship-building, aircraft 
industry, engineering industry, arms and ammunitions manufacturing 
industry are excellent examples. Technical efficiency also increased. 
A plan of the technical training scheme and of turning out Bevin Boys 
was launched. Employment exchanges were also set up to direct the 
flow of labour into needy channels. All this augurs well for the 
future. 

The advantages narrated above were not monopolised by large- 
scale industries only ; but they trickled down to the cottage industries 
as well. Many of the languishing cottage industries were given a fresh 
lease of life while many more were brought into being. And our rural 
areas began to hum with much activity. Handloom weaving, hosiery, 
industry, glass industry, hand-made paper industry, leather goods 
industries,- rubber goods industry, soap manufacturing, and so forth 
were given great stimulus. 

Post-War Planning 

While production was encouraged, augmented and increased consi- 
derably during the war, the future looked brighter still. Those were 
the days of planned development and in our -country the Government 
of India were busy chalking out a programme of our economic deve- 
lopment according to a pre-determined plan. But our industrialists 
outstripped our Government and brought out a specific ‘'Plan” which 
ensured the development of agricultural output by 130% and of 
mdustrial output by 500% during a period of 15 years. This 15-year 
Plari was to cost the nation Rs. 10,000 crores which, it was the con- 
tention of its authors, the country could very well afford. The Plan 
24. 
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received good response in Government quarters and non-Government 
reaction was, on the whole, for it rather than against it. . It was hoped 
that all these ideas would not altogether be thrown to the winds ; that 
a plan of post-War development would be prepared for India on a 
comprehensive basis'; and that after the war our productive capacity 
would be greatly increased and our output would also be fundamental- 
ly improved ; but nothing much resulted. The industries at the- 
present time are generally passing through an anxious period. 

*§ 5. India’s poverty 

India is unfortunately a very poor country. We gave figures t<y 
prove this in Chapter 17. It will be useful to discuss in brief why 
in spite of vast gifts of Natuie, a large labour force, and a brilliant 
civilisation of a bygone age, we are so poor. 

Factors on which Material Prosperity Depends 

Material prosperity of a country mainly depends upon production 
and distribution. Other things’ remaining the same, the more the 
goods that are produced, the richer will the people be. The funda- 
mental basis of material prosperity is enormons product jor. The second 
basis of this prosperity is just distribution of wealth and income* If the 
total goods produced are monopolised by a few rich persons, the rest 
of the population is bound to remain poor. On the other hand, if 
the total wealth produced is distributed according to the needs 
of the people, everybody will find himself happier and more contented. 
The importance of fair distribution is therefore great. In fact, if a 
man does not get a reward according to the work he does, he will not 
feel encouragement to produce the maximum that he can : production 
will in this manner be restricted. The problem of distribution is, 
therefore, very vital. It is said that in the present social organization, 
which is called Capitalism, distribution is very unfair : and this is the 
real reason of the poverty of most of the persons in the world today. 
Socialism is a state in which this defect will be removed. Hence 
there is so much agitation these days in favour of Socialism. 

Causes of India’s Poverty 

The root cause of India’s poverty is her small production. Oar 
productive resources are so vast that we can be one of the richest 
countries in the world.' But these - resources are in many cases lying 
idle. For instance, our hydro-electric resources are enormous but 
they remain untapped to a very great extent. Our industrial advan- 
tages arc so great that we can be a leading industrial nation ; but we 
have only a few industries, the rest of them lie undeveloped. In other 
cases, our resources are only partially used. For instance, though 
agriculture is followed as an occupation by almost three persons out 
of every four, still it is carried on in a very primitive and unscientific 
manner and produces only l/5th or l/6th of what it should produce. 
This limited production must necessarily make our country poor. 

Apart from it, even that which is produced is not distributed 
properly among the people. Hitherto the British Government in India. 
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were alleged to be ^^exploiters'" meaning thereby that they took away 
in various forms a large part of the wealth that we annually produced. 
The rich capitalists are now said to be guilty in this direction t they do 
not give fair wages and fair rewards to their workers and enjoy a 
of what should really go to the latter. This is said to be the secret of 
their wealth. But their wealth means poverty to the others. This, 
however^ is not at the present time a very important cause of our 
• poverty. 

Remedies of India’s Poverty 

From the above, it is clear that the .only way in which we can 
make our country and ourselves rich is by increasing production as 
much as we can. We must fully utilise all our productive resources : 
and employ them at high level of technical efficiency, 

TEST QUESTIONS 

1. Wbat are the important forms which producuon takes in India ? How do 
you judge their relative importance ? 

2. Is Indian agriculture inefficient ? If so, why ? ^ 

3. Differentiate factoiy industries from cottage industries and explain each 
of them fuIJy. 

4. Write short notes on any five important factory industries of India. 

5. What are the main cottage industries in the country. Give a detailed 
description of such industries. 

6. What are the difficulties of cottage industries ? What remedies can you 
suggest for solving them ? 

7. Show the importance of cottage industries in the economy of country. 
Will/ in your opinion, cottage industries be in a position to compete with factory 
industries ? 

8. What has been the effect of Wotld War II on Indian agriculture and indus- 
tries ? Describe clearly. 

9. Why is India poor? What remedies will you suggest to remove it ? 

EXAMINATION QUESTIONS 

U. P., Inter Arts 

J. Write a note on Cottage industries in U. P. (1951) 

2. Write a note on Extensive and Intensive Cultivation. (1950, 1948) 

3. Wbat are the chief cottage industries in U. P. ? Suggest measures foe 
their improvement. (1946) 

4. What large-scale industries, in vou opinion, can be advantageously estab- 
lished in the U. P. ? (1945) ^ 

5. India has fertile soil, good rainfall, plentiful supply of water and no lack 
of capital. How will you reorganise agriculture so as to increase agciculturai 
production in India ? (1945) 

6. Describe in detail any small or large-scale industry that you may have 
visited. (1945) 

U. P., I. Com. 

7. India is a poor country. What are the economic causes of this poverty ? 
Suggest some remedies to remove this poverty, (1944)- 

Rajputana, Inter. Arts 

8. What are the difficulties in the way of utilizing the small savings of the - 
Indian people for the development of industries in India ? What measures can 
you suggest for removing these difficulties ? (1945) 

9. What are the most important factors on which the material prospfrity of 
a country depends r In this connection throw some lighten the causes of Indians 
poverty. (1943) 

Discuss the factois that govern fertility of soil. Suggest m that 

can be gainfully employed by our peasants, (1942) ' 
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Banaras^ Inter. Arts 

11. Wrire a note on Extensive and Intensive Cultivation. (1949) 

12. Snow h:iw a join stock company is organised and managed How docs 

it raise the capital it reqaiies ? (1946) 

Sagar, Inter. Arts 

13. Write note on Extensive and Intensive margins of cultivation. (1950) 

14. Name the principal industries of Madhya Pradesh. Discuss their difficul- 
ties and suggest remedies. (1950) 

Punjab, Inter. 

15. Give briefly the main activities of Provincial Agricultural Deptt. Has it 

achieved any significant results during ihe last 40 years ? (1951) 

16. Summarise the main advantages of the factory system of production. 

(1951) ^ • . . . 

17. What is the importance of supplementary occupations for improving 
the lot of peasants ? Name some occupations which may be taken up as subsidiary 
occupations by farmers in billy regions of the Punjab, (1949) 

18. Name two main centres of production in the Punjab for each one of the 

following commodities : (a) cement, slate, (c) sports goods, and (d) furniture 

(1949) 

19. Discuss briefly the evil effects of excessive subdivision and fragmenta- 
tion of holdings on agricultural improvement, (1949). 

20. What is a cottage industry ? Give the main arguments for encouraging 
cottage industries at the present stage of our development, (1949) 

21. Give briefly the main arguments favouring the development of cottage 
industries in India. (1949) 

22. How would you account for the low agricultural incomes in India ? 
(1948) 

23. Describe the services rendered by cattle to the cultivator in the Punjab. 

What steps would you suggest foi improving animal husbandry ? (1948) 

24. Point out the chief defects of the present system of agricultural market- 
ing and indicate the possible lines of improvement. (1948) 

25. Briefly outline the effects of the last wai on the growth and develop- 
ment of Indian industries. (1948) 

26. Give an account of any two cottage industries in India and trace the 
causes of theii decay. (1948) 

Delhi, Higher Secondary 

27. Why is agriculture so backward in India ? What steps are necessary to 

improve it ? (1951) 

28. How far is the revival of cottage industiies in India desirable ? What 
part can the government play to bring about this revival ? (1951) 

29. Discuss the effects of World War 11 on (a) Indian foreign trade, (b) Indi- 
an joint stock banking, (c) price level in India, (d) Indian Industries. (1951) 

30. Write a short note on subdivision and fragmentation of holdings. (1951) 

31. What are the major problems of.Iodian agricultuie ? (1950) 

32. What is the present industrial policy of the Government of India ? 
Should key industries of India be owned and managed by the state ? Give reasons 
for 5 out answer. (1950) 

23. Analyse the main defects in the marketing of agricultural produce in 
India. What suggestions can you make to improve agricultural marketing 7 (1949) 

34, Would you like further development of large industries in India ? What 
would be the effect of such development on (a) cottage industiies, (b) industrial 
labour? (1949) 

35. Write a short note on occupational distribution of India’s population, 
(1949) 

36- Desetibe the importance of cottage industries in any scheme of India’s 
industrial development. (1945) 

37. Indicate the importance of agriculiurc n the economy of India. What 
ate the obstacles to the development of your agriculture ? (1948) 
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CHAPTER, 44 

. EXCHANGE 

The adjustment of rates of exchange constitutes, in the aggregate, the process 
of distribution — J. B. Clark. 


§ I. Introduction 

t 

Exchange as a Division of Economics 

We have studied the Consumption and Production of Wealth 
and now pass on to the Exchange of Wealth. Under Exchange we 
shall study the terms on which the goods possessing value, /. e., 
items of wealth, exchange for one other. We are here called to 
answer the question : Why does so much of this commodity ex- 
change for so much of that ? Why not for more ? Why not for 
less The explanation and determination of value is, in fact, the 
central problem of Exchange. Besides this, it also makes a detailed 
study of markets, money currency, banking, means of transport 
and communication and other agencies helping exchange of wealth. 

Exchange, as we shall presently see, increases the utility of 
goods exchanged. It may, then, be called an act of production, in 
which case the department of Exchange would be included in the 
department of Production. But it has been found advisable to treat 
Exchange quite separately since it considers several problems not 
falling within the proper scope of Production. 

Exchange as an Economic Act 

Exchange as a branch of Economics should be distinguished 
from the act of exchange. The meaning of exchange in the latter 
sense can be explained with the help of an example. Suppose you 
give your hat to your friend and take his book in return. This is 
an example of exchange. But what are its characteristics ? Firstly 
both you and your frie nd have transferred some wealth; secondly’ 

1 Walker, VoUtical ’Economy ^ p* 79. 
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this trattsfec is finally, it is Exchange may thus be 

defined as a lawful^ voluntary and mutual ttansfei: of wealth between 
two parlies, each transfer being in return of the other. For in- 
stance, if willingly sells bis book to ‘B* for Rs. 5 it is an 
exchange because the transfer' of wealth is lawful, voluntary and 
mutual. But, suppose a thief steals away your watch this transfer 
of wealth will not be called an exchange because it is illegal, forcible 
and non-reciprocal — the thief having given you nothing in exchange 
for the watch. Again, if a man pays Rs. 5o to the Government as 
fine, the transfer of wealth, though legal, is not exchange because 
it is compulsory and no corresponding consideration is received by 
the payer. 

Exchange covers all commercial transactions. When you pur- 
chase a pencil or sell your book, you take part in an exchange. 
When the labourer agrees to work for 8 annas a day, he takes part 
in exchange. So does the landlord when he lets his land ; for here, 
too there is an exchange of the use of land for money. It is the 
same with capitalist who lends money at interest ; for he supplies 
one or more people with means of production and accepts payment 
for doing so.^ 

Growth of Exchange 

Exchange of goods is such a common feature of modern life 
that it is difficult for us to imagine a society without this general 
practice. But there was, probably, a time when no exchange was 
ever entered into. In the primitive stage of self-sufficiency each 
family produced all the things it consumed and there was absolutely 
no necessity of exchanging goods. With the advent of the division 
of labour and specialisation of occupations, the need arose for the 
exchange of the commodities produced by one man for those pro- 
duced by another. And in mod rn times, exchange has become an 
indispensable link in the chain of economic activities. It is exchange 
which joins production and consumption. Nearly all the wealth 
that is created today is for the purpose of exchange. The wheat 
stocked in granaries and the vegetables grown in fields, the cloth 
woven by weavers and the shoes prepared by shoemakers, are 
mostly meant for sale and only little for the personal consumption 
of their producers. This is why, when we estimate our wealth, we 
do not estimate it according to its utility for ///, but solely according 
to its exchange value, /. e., its utility for others. 

Theory of Exchange ' 

Every act of exchange has the following three essentials : 

2S;c N. G. Pierson, Vrindphs of Beonomtes ^Translated fiom tbe Dutch bv 
Wotzcl), p. 15. 
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(a) There must be at least two patties to make exchange pos- 
sible : one, willing to part with some article in exchange for the 
goods which the other party desires to give ; and similarly the other 
willing to accept the article which the former likes to part with, in 
■exchange for the goods he himself likes to give. 

{b) Both parties must gain by exchange. A man gives a com- 
modity in exchange for another because the latter has greater utility 
to him than the former. If a man thinks that the thing being given 
to him, in exchange has le-s utility to him than that he is asked to 
part with, he will not agree to such a transaction. A cobbler gives 
his shoes in exchange for wheat because he wants the latter urgently, 
while the former is not required by him. 

(<r) Transactions cease when one of the parties begins to lose 
as a result of exchange. If the cobbler thinks that he has got all the 
wheat he requires, so that the utility of the next seer of wheat is less 
than that of the shoes he is required to give, he will not agree to 
such an. exchange. He will now prefer to exchange his shoes, not 
for wheat, but for some other commodity, say cloth, which has more 
utility to him than wheat. 

§ 2. Advantages of Exchange 
Both Parties Gain in Utility by Exchange 

The most important advantage of exchange is that each patty 
to it gains in utility. Each party to the exchange, we have seen 
above, continues to take part in it so long as the article he receives 
has more utility to him than the article he has to give in its return. 
Every act of exchange thus brings him a net gain of utility. As soon 
as the utility of the article offered to him is about to fail below the 
utility of the article he has to part with, he stops entering into fur- 
ther transactions ; thus the point at which a net loss of utility might 
arise is not reached. Exchange is continued so long as it results in a 
gain in utility ; and is discontinued as soon as a loss in utility is about 
to appear. 

This is true of each of the two patties carrying on exchange. 
Obviously, then, both patties gain in utility by exchange. The idea 
that if one party gains, the other must lose and that the two cannot 
gain together, is obviously a mistaken notion.® 


3‘*lf exchange neret led to profit, or if every exchange necessarily implied that 
some one had been cheated, it is difficult to understand ■why men have persisted for 
so many centuries in carrying on exchange. In reahty, ■whatever I yield in exchange 
for something else is always less useful for m=, less desirable, and hence -worthless, 
than the thing I acquire. Otherwise I should not give it up. The peison ■who 
exchanges with me pursues exactly the same line of thought. Each of us thinks 
that by the exchange he receives more than he gives ; and hovfever strange this may 
appear, we ate botn right,” Gide, op. nt., p, 198. 
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Let US illustrate it by an example. Suppose ‘A’ has got 9 units 
of rice and ‘B’ 9 units of cloth ; and both persons are of similar 
temperament so that the utility of the various units of rice and 
cloth are the same to each of them. The following table shows 
the utility of successive units of rice and cloth : 


Unit 

Marginal Utility of 

Rice 

Cloth 

I 

9o 

80 

^ 1 

82 

lo 

3 

- 74 

62 

4 

66 

55 

5 

5o 

5o 

6 

3z ■ 

26 

7 

z4 

20 

8 

i6 

i 4 

9 

8 

6 


In the case of the first transaction, will give bis 9 th unit of 
rice, whose utility is 8 ; and will get the first unit of cloth, whose 
utility is 8o. His gain in utility is (8o — 8=)72. Similarly will 
part with the 9th unit of cloth, whose utility is 6 ; and will get the 
first unit of rice, whose utility is 9o. He will, therefore, gain in 
utility to the extent of (9o —6 =)84. The first transaction, as such, 
brings a net increment of utility to both ‘A’ and ‘B’. Further 
calculation will show similar gain due to succeeding transactions. 
The loss in utility begins to app ar after the fifth transaction when no 
more exchange will take place. Both the parties must gain in utility 
as a result of exchange ; otherwise, the transaction will not take place.. 

It Is sometimes asked that just as both the individuals taking 
part in exchange gain in utility, similarly are two nations taking part 
in international trade also benefited ? This is rather a complicated 
question. If both the countries are on the same level of economic 
development and are free to act, and voluntarily enter into trade, each 
of them will surely be benefited. But if one country is forced by 
another country to exchange certain articles produced by it for the 
articles of the latter country, it may be a loser. This may happen 
when a colony or dependency is made to enter into trade relations 
with the imperialist country forcibly or indirectly. 
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Other Advantages 

Besides increasing the utility of articles in the possession of 
both the pirties, exchange confers many other benefits as well. 
Some of them are given below : 

(^ 7 ) Exchange enables a country to utilise, in the best possible- 
way, the resources which without exchange would remain unused. 
India, for instance, produces cotton more than her requirements and 
could she not sell it to Japan and Great Britain, it will go to waste. 
It is exchange, indeed, which enables us to obtain fancy prices even 
for that large quantity of wealth which is almost superfluous to us- 

(^b) Exchange has made division of labour, in all its forms- 
and phases, an accomplished fact. In the absence of exchange, each 
man will have to produce all that is necessary to satisfy his wants. 
If his wants are 20, he will ha-v^e to carry on 20 difl’erent trades and. 
will become Jack of all trade but master of none. It is exchange, 
which enables each man to produce things according to his aptitude 
rather than to his wants. Similarly, exchange enables each country 
to produce the things for which it is best fitted. The productivity of 
each man and each nation is thus maximised by exchange. 

(f) Exchange widens our markets and increases the scale of 
production. The internal and external economies, which large-scale 
production makes possible, reduce the cost, and therefore the price 
per unit. 

(^d) Exchange enables us to get the things which we do not 
ourselves produce and which we could not otherwise get ; for 
example Parker Fountain pens, motor cars, etc. In the times of 
calamities like earthquakes, wars, and famines, we can get the. 
necessary articles from other countries by exchange. 

§ 3 . FORMS OF EXCHANGE 

Exchange, in modern times, takes place through the medium 
of money. We sell almost everything for money and purchase the 
required articles with money. But there is another form of exchange 
. also which has now disappeared and which is called barter. Ex- 
change thus takes two forms : (a) Barter, that is, direct exchange of 
one commodity for another (without the medium of money, as for 
example, the exchange of wheat for cloth ; and (b) Purchase and Sale : 
exchange of a commodity for money is called sale, and exchange of 
money for a commodity, purchase. The following table elucidates, 
this simple division ; 
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EXCHANGE 



Barter 

(Commodity for Commodity) 


Purchase Sale 

(Money for Commodity) (Commodity for Money) 

§ 4. BARTER 

Barter 

Barter, direct exchange of one commodity for another, 
was the earliest form of trading. It was associated with so many 
inconveniences that it soon disappeared from almost all the civilised 
countries of the world. It is now to be seen only in some economi- 
cally backward tracts. In our country, it has long ceased to be a 
common feature of the urban areas. But it still lingers on, to some 
extent, in rural tracts; In villages, we very often come across a 
cultivator exchanging his surplus wheat for weaver’s cloth, paying 
for the services of barbers and carpenters in grain, and his son 
purchasing ink tablets and writing paper for a handful of rice and 
wheat. But barter is, on the whole, definitely declining in impor- 
tance, not only in India but everywhere in the world^. 

Conditions Making Barter Possible 

Barter is possible only under very primitive conditions with 
limited area of exchange and general backwardness. 

(1) Limited Wants, Barter requires t\Vo persons whose dispo- 
sable possessions suit each other’s wants. This can conveniently 
happen only if the wants of the members of a community are very 
few. It becomes increasingly difficult as human wants increase in 
number and variety. ‘A’, who wants to give wheat and get milk, 
may hope to find ‘B% who requires wheat and is willing to part with 
milk, But ‘X' who wants to give a watch and get a fountain pen, 
may not find a man who may be willing to give a fountain pen and 
take a watch, evidently because fountain pens and watches are not 
as commonly required and possessed as wheat and milk. 

(2) Limited A^rea of Exchange, Barter is possible only if the 
area of exchange is limited so that the inhabitants may not have to 
lose much time in finding out the right man for barter. If the area 
is small, the inhabitants are likely to be acquainted with each • other’s 

•Darter flourishes chiefly among uncivilised communities, or those reduced to 
severe straits by the operation of a destructive war ; though survivals of this method 
as u-cll as of many other uncivilised ones, mav be seen in the dealings bf children 
svith one another. Hadley, Ltononics, page 7l. 
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■wants ; and, even if they ate not so acquainted, much time will not 

he lost in finding out the proper person. ^ ‘ i 

(5) General 'backwardness of Society. Barter is possible only 
under primitive cocLditiotis ’where there is no common medium of 
exchange, no means of estimating the relative values of two commo- 
•dities and no method of exchanging goods unless one thing can he 
immediately fccansferted and another immediately accepted. Even 
under primitiv’c conditions batter may be wellnigh impossible if a 
man’s possessions cannot he subdivided without loss. Suopose a 
man possesses only a cow : it will be impossible for him to obtain an 
■article of small value by direct exchange. 

Obviously then the conditions under which batter is possible 
are imaginary rather than real. Professor Cassel’s assertion that 
there has never existed in the history of human life a society normal- 
ly and wholly dependent upon the exchange of goods without the 
use of money, seems to have much force. 

Inconveniences of Barter 

The above account has probably made you lopk upon barter 
with a sense of curiosity. Now, try to be a bit reflective and imagine 
yourself in a society in which barter is the only form of exchange 
and no money is to be seen. You will surely feel very inconvenient 
there and will like to come back to your own society where money is 
used. If anybody asks you the inconveniences you had to face there, 
•you will probably relate them as under : 

(a) Want of Double Coincidence. Barter, you "wili say, is possible 
only .if a man has to part with a thing which another man wants, 
and wants the thing which the other has to part with. In other 
words, the first difficulty of barter is to find tm persons whose disposable 
possessions coincide or suit each other's wants. A hunter having plenty 
of game may want arms and ammunitions to kill animals, but those 
who have arms may happen to be well supplied with game so that 
no direct exchange is possible. Tbis difficulty becomes more promi- 
nent and frequent as wants multiply and area of exchange extends.^ 


5This inconvenience has been faced by many travcUeis in primitive coun- 
tries where batter prevails. Wegiveheie Lieutenant Cameron’s account (in ‘M// 
Across Africa") of the trouble he had in buying a boat when travelling in Africa. 
''Syde’s agent wished to be paid in ivory, of which I bad none ; but I found that 
Mohammad Ibn Sahtb had ivory and wanted doth. Still as 1 had no doth tbis 
did not assist me greatly until I heard that Mohammad Ton Gharib had cloth 
and wanted wire. This I fortunately possessed. So I gave Ibn Gharib the requisite 
amount in wire ; whereupon he handed over cloth to Ib.i Siheb, who in bis turn 
gave Syde’s agent the wished for ivory. Then he allowed me to have the boat ” 
W.STcvons.simi'arly, relates many interesting cases of a similar nature (in 
“Moiicj and the Meikamsr; of Eicchinge ’), For instance, when Mr. Wallace was 
travelling in the Malaya Aichinelago, in some of the Islands, where there was no 
paper cuirency, he could not procuic supplies for dinner without a special bargain 
and much chaffering upon each occasion. If the vendor of fish or other coveted 
fa wf,. with the sort of exchange desired, he would pass on, and 

Mr. Wallace and his patty had to go without their dinner. 
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{b) Want of a Common Measure of Value. The second difficulty in 
barter, you will add, is to determine ant remember the rate of e:<change. 
lathe absence of a common measure of value (/. e., a commodity ia 
terms of which the value of all the commodities may be estimated) 
the value of each commodity in terms of all the other commodities 
will have to be found out and remembered. How much milk should 
be given for a yard of cloth and how much cloth for a’pair of shoes ? 
It is rather difficult to determine how much of any one commodity 
should be given for a certain quantity of all the other coi^modities. 
In a state of barter, the current price list, if such were prepared, 
would be a very complicated document, for each commodity would 
have to be quoted in terms of every other commodity. Between 
one hundred articles, there must exist no less than 4,95o possible 
ratios of exchange 1 The absence of a common measure of value is 
thus a great inconvenience. 

(r) Want of Means of Sub-division, The third inconvenience of barter, 
you will probably continue, is the impossiUlty of dividing certain goods 
for the purpose of exchange, A ton of corn and a maund of milk may 
be portioned Out : but what is to be done by a tailor who has a 
coat ready for exchange ? The cost much exceeds in value the 
bread which he wishes to get from the baker ; but he cannot cut 
tbe^ coat up without destroying its value.® The difficulty of the 
division of each commodity for the purpose of exchange is thus a 
great inconvenience. 

§ 5. SALE AND PURCHASE 

In order to avoid the inconveniences of barter, human beings 
invented money. Everything began to be exchanged for money. 
Nowadays everything is bought for money and is sold for money. 
When an article is exchanged for money, it is called sale ; and when 
money is exchanged for an article, it is called purchase. Hence in 
modern times the form of exchange is purchase and sale ; and the 
modern age is called the Age of Purchases and Sales. As purchases 
and sales take place through the medium of money, the modern 
economy is often called Money Economy. 

In the system of purchases and sales, we do not have to face 
the inconveniences which we have to face under barter, (i) Under 
money economy, there is no need of double coincidence, /. e,, of 
finding two persons whose disposable possessions coincide or suit 
each other’s wants. If you want to part with wheat and obtain gram, 
you do not have to seek a man who wants wheat and can part with 
gram. All that you have to do is to sell your wheat to a man who 
wants it for money ; and then purchase gram from aiothcr person 
who wants to sell it. Similarly, if you want to obtain a fountain 


6\V. S. jevons, ani the Mechanism of Exchange, pp. 3*5. 
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■pea for a watch, you need not find out a man who will like to give 
.a fountain pen in exchange for a watch. You can sell the watch 
■for a certain sum of money ; and then with that money you can 


Sale 


Purchase 

•1 


1 

Watch 

"“1 r~ 

Money 

Fountain Pen 


tpurchase a fountain pen wherever you like. In this way, barter is 
broken up into two parts : fa) sale and (b) purchase. Under barter 
you have to deal with one man ; whereas under money econorny, 
you have to deal with two persons, though this makes the transaction 
•easier than under the barter system, (ii) Use of money makes it 
possible to remember the price of each article in terms of money 
only, and not in terms of every other commodity entering into ex- 
change. If there ate loo articles in a society, we will have to 
lemember under money economy only loo prices or exchange rates. 
But under batter system, there will be not less than 4,9 5 o exchange 
rates. (3) The question of subdivision of articles does not arise ; 
because every article is bought and sold for money, and money can 
be easily subdivided. Under the barter system, if you want i seer 
•of milk in exchange of coat, this exchange is not possible because a 
•coat cannot be subdivided. But under money economy, you can sell 
your coat for Rs. z5 ; and out of this, you can pay eight annas for 
purchasing a seer of milk. 

§ 6 . EXCHANGE MECHANISM 

The transfer of goods from producers to ultimate consumers 
•does not take place direct’ y. The goods pass through various agencies 
before reaching final consumers. These agencies and auxiliaries 
together constitute what is known as the exchange mechanisn: The 
•chief instruments and auxiliaries of exchange " are the following : 

(tf) Traders who bring buyers and sellers in close contact. 

Ip') Markets where things are bought’ and sold. 

{f) Money for or with which things are sold and purchased. 

{d) Means^ of transport and communication for sending goods and 
communicating business conditions from place to place. 

if) Credit instruments' and credit institutions, i. e., banks which help 
the transmission of money from place to place.® 

TEST QUESTIONS 

_1. What do you mean by exchange ? Distinguish between exchange as a 
division of Economics and as an economic act. 

2. Explain the origin of exchange. What are its essential characteristics ? 

3. Do you thine exchange has been a great help in increasing the comforts 
and progress of people. If so, how ? 


7They have been discussed in detail in subsequent chapters. 
8See my Business Methods and Machinery for detailed discussion. 
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4. What are the forms usually taken by exchange ? Describe fully. 

5. What do you mean by barter ? What conditions make it possible ?* 
Discuss its shortcomings, 

6. Why Teas money invented ? What qualities docs it possess ? 

7. Write a short note on the ''Exchange Mechanism,’* 

8. "Internal commerce does not increase the wealth of .a nation since it only 
transfers goods from cne person to another.” (Taylor) Do you agree ? 

9. Give two examples of one-sided transfers ; and two of two*sided transfers. 

10. What arc the advantages of the exchange between India and Japan ?* 
Between a lawyer and a doctor ? 

EXAMINATION QUESTIONS 

U. P.^ Inter Arts 

1. Discuss the advantages and disadvantages of Barter. How has the use- 
of money led to the removal of the inconveniences of Barter. (1951) 

2. What arc the problems^ that we study under the head 'Exchange* in 
Economics. Point out the necessity of having any exchange at alJ. (1950) 

3. Is It true to say that Exchange is the Barter of the comparative! v super- 
fluous for the comparatively necessary ? Explain the advantages of Exchange^ 
giving illustrations from India. (1949) 

4. Write a note oh Coincidences of Barter. (1948) 

5. How docs baiter originate ? Why is Sales-Putcbase system better than, 
barter system ? (1947) 

tJ. P., Inter. Cora, 

6. Explain the condition in which barter is possible. Why does sale for 
money take tbc shape of barter. (1949) 

U. P.j Inter. Ag. 

7. Wiite a short note on "Barter,** (1950^ 1948) 

Raj., Inter Arts 

8. Write short note on 'Inconveniences of Batter*. (1949) 

9. Is it true to say^ that exchange is the barter of the comparatively 
superfluous for the comparatively necessary ? Explain the advantages of exchange,, 
giving illustrations from India. (1943) 

10. Fully explain how economic system could never have evolved to its 
present position without the use of money, (1943) 

11. What is barter? Explain how the use of money originated in the in- 
conveniences of barter, (1942) 

Raj., Inter. Com. 

12. Explain the functions of monev. Why has money exchange replaced 
barter ? (1948) 

13. Write a note on Gains of Exchange, (1947) 

14. Write a note on Barter. (1946) 

Patna, Inter. Arts 

15. Define money. What arc the difficulties of Barter ? (1648 A) 

16. What arc the advantages of conducting transactions through Money 
rather th.an by Barter ? (1946 A) 

Patna Int. Com.* 

17. What disadvantage would you have if there be no money in the com- 
munity. (1949 A) 

Banaras Int. Arts 

18. VC hat arc the difficulties of Barter ? Is it true to say than in an exchange 
tiansacfion if cne party gains, the other loses ? Carefully explain your answer.. 
(1946) 

Bamiras, Int. Com. 

19. Explain what is Barter, (1946) 

Delhi, Higher Secondary 

20. Mention the principal disadvantages of barter system. Can you exp lain 
the importance of barter system in the rural economy of India at the present time ? 
(1948) 
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MARKETS 

The tetmmaiket in Political Economy should have reference first to a species 
of commodity, secondly to a group of exchange; there are as many markets as 
there are groups of exchanges — Wilktr . 

^ I. INTRODUCTION 

# -y \ 

If you want to purchase a pencil, a hat, a book, fruits or 
vegetables, you w>ll have to go to the Market for the purpose. A 
market, in the popular sense, is the place where commodities are 
purchased and sold, or where exchanges take place. A study of 
markets, which are important auxiliaries of trade, thus falls within 
the scope of Exchange and shall occupy our attention in this chapter. 

Definition 

In popular language the term market stands for the actual place 
where purchases and sales are carried on. But in Economics, this 
term is used in a special sense. To understand this correctly, the 
following things must be carefully grasped : 

(/) Some time back when the means of transport had not deve- 
loped and a commodity was sold at the very place of its origin, 
market' could be correctly defined as a place where things are actual- 
ly bought and sold. But this is no longer true today. Now it is 
not necessary that the wheat grown in village Phaphamau should be 
sold in that very village. Quite possibly this wheat may be sold to 
a merchant in Allahabad, or Bombay, or even London. The rate 
can be settled by correspondence or telegram or cablegram ; and the 
wheat can be sent by rail and ship.’^ As such, under modern condi- 
tions, the market of the wheat is not located in , Phaphamau ; on the 
contrary, it is spread over the entite region where buyers and sellers 
exist. Hence modern economists are of the opinion that a market 
is not a place but a region. The entire region over which the buyers 
and sellers of a commodity are spread is the market of that commo- 

IWith the modern development of means of communication, traders need 
not be literally assembled to make a market ; they may be scattered over a whole 
large town or over a region of country, if by the means of the post office, tele- 
phone, telegraph and published price lists, they are in close communication. And 
the more p rtable the merchandise and efficient the means of communication, 
the wider can be the range of a maiket. And many markets are continuous 
in time, only intcriupted by Sundays and holidays, and night time. See Devas, 
VoUtical Economy, Bk. II ; Ch. II. Also Nicholson, PolHhal Ejemmy, Bk. II ; and 
Flux, Economic Principles, Ch. Ill, 
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^ity. Cournot, a great economist, wrote that by the term market 
is meant **not any particular market place in which things are 
bought and sold, but the whole of any region in which buyers and 
sellers are in such free intercourse with one another that the prices of 
the sa lie goods tend to equality easily and quickly.”^ 

{//) There can be no market without buyers and sellers. If there 
is no buyer for an article, that article will not be sold at all and there 
can be no market for such an article. Similarly, if there is no seller 
of a commodity, the question of its sale does not arise, and therefore 
there can be no market for it. As such, it is clear that there can be 
no market in the absence of buyers and sellers. In other words, 
buyers and sellers arc important elements of a market. 

(///) One other thing to remember is that in Economics one 
market is identified with only one commodity. The market for 
wheat is supposed to be quite separate from the market for books. 
A market is only for one commodity, and never for more than one 
commodity. In actual life, one will find that from the same shop 
one can often purchase books, fruits as well as cloth. But in Econo- 
mics, whenever one speaks of a market, the reference is to a single 
commodity. 

(/V) The region over which the buyers and sellers of a commo- 
dity are spread will be called a market only when they enter into 
exchange with one another. If there is no purchase and sale in a 
region, it cannot obviously be called a market. Hence the existence 
of competition in a market is absolutely essential. If there is perfect 
competition^ in the market, then the price of the commodity will be 
the same throughout the length and breadtb of the market. In that 
case, no seller will charge for the commodity less than what other 
sellers arc charging ; and no purchaser will pay for it more than 
what other purchasers arc pa}ing. In consequence, the same price 
will prevail throughout the market. 

Hence wc can give the following definition of the term market : 
The ivhole of a region over which the buyers and sellers of a commodity are 
spread and carry on transaction among themselves is called a market* y 

Some Important Definitions 

Wc give below some well-known definitions of the term market 
as also their criticism in the light of the definition wc ourselves have 
given above. 

Stager'* s Definition. Scager gave the following definition of 
market : ‘‘By market w^c mean the place or conjunction of means 
of communication through which buyers and sellers arc brought 

2Qntottd by Pri ret pies of Piecnonics, p. 324 

3Thc mc.ining of the term Perfect Competition has been explained in £2, post. 
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together for the exchange of economic goods.”* The defects of 
such a definition should be obvious. Firstly, it is a mistake to say 
that market is a place. Secondly, this definition does not state that 
a market refers to a single commodity. Thirdly, it mentions that 
buyers and sellers assemble for exchange but it should say that they 
-enter into transactions ; for if they assemble but do not enter into 
transactions, a market cannot be established. 

Conrnof s Defimiion. Cournot -means by the term market “not 
any particular market place in which things are bought and sold, but 
the whole of any region in which buyers and sellers are in such free 
intercourse with one another that the prices of the same goods tend 
to equality easily and quickly.”® This definition is quite satisfactory 
as it includes every essential point. 

Jevo j’j Definition. Jevons was a great economist of England. 
H-e writes : ^ “Originally a market was a public place in a town 
where provisions and other objects were exposed for sale ; but the 
word has now been generalised so as to mean any body of persons 
who are in intimate business relations and carry on extensive transac- 
tions in any commodity.’^® In this definition, market is identified 
not with region but with the buyers and sellers of a commodity. 
This, however, is not a defect of the definition because the term 
■*market’ can^ be defined without bringing in the idea of region. 
Other essential things are duly included in the definition. 


§ 2. PERFECT AND IMPERFECT COMPETITION AND MARKET 


Perfect Competition and Perfect Market 

A market in which perfect competition prevails is known as a 
Perject Market, Perfect competition has three requisites : (t) There 
should be free competition among buyers and sellers. .Buyers should 
freely compete; with sellers ; and buyers among themselves and 
sellers among themselves should be in free competition. (/V) The 
number of buyers and sellers should be large. (;/;) Every buyer 
and seller should have full knowledge as to the price at which the 
arucle is being sold in different places. Possessed of such know- 
ledge, no seller will accept a price lower than what other sellers ate 
accepting ; and no buyer will pay a price higher than what other 
uyers are paying.’ If these three elements are present, the competi- 
on is called Perfect Competition ; and the market is called. Perfect 


AWncipIes of Economics, p. HO. 

SQuoted by Principles of Economics o 324 

I’V, ^fPolUicoJ donoJy, pp, 84 - 85 .^' 
y.vTeade, An Introduction to Economic Analysis a 
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: Analysis and Policy, 
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Under these conditions, the price of the same commodity 
will remain uniform throughout the market. If any seller raises 
his price, his customers will come to know of it ; and without think- 
ing of their friendship for the- seller or of the good qualities of 
the seller (because there is free competition), they will begin 
purchasing things from some other seller. Similarly, if any buyer 
wants to pay a lower price, no seller will sell him the commodity 
because every seller knows that at the prevai ing price he will get 
many purchasers. Hence buyers will have to pay the same price 
which other buyers are paying. As such, in a perfect market, the 
same price will prevail at any particular time. 

So important is this fact that it is said that a single competi- 
tive price is both the characteristic and the test of an economic 
market. If an article is being sold at two different prices at two 
places in the same city, we will say that there are two markets for 
the same- commodity. For instance, if potatoes are being sold in 
Allahabad at 8 as. per seer in Chowk and iz as. per seer in Katra, 
wc will say that there are two markets for potatoes in Allahabad, 
a Katra market and a Chowk market. 

Cost of Transport, If the market is very large, variations in 
prices, equal to the cost of transport of goods from one place to 
another, are to be allowed for. For instance, suppose we get guavas 
at Allahabad at the rate of sis annas a dozen ; and the cost of trans- 
porting them to Kanpur is two annas a dozen. Now, if we get guavas 
at Kanpur for eight annas a dozen, we will say that Allahabad 
and Kanpur arc the parts of the same market. 

Perfect Market is an Imaginary Concept, A perfect market does 
not really exist because perfect competition is a rare occurrence. 
But a tendency to perfection is certainly' discernible. And the more 
nearly perfect aimarket is, the greater Is the extent of free competi- 
tion and the stronger is the tendency for the same price to be paid 
for the same thing at the same time in all the parts of the market.® 

Imperfect Competition and Imperfect Market 

The type of competition and the type of markets wc actually 
come across in our daily life ztc. czWzA imperfect. The reason for 
this is that the three essentials of perfect competition that wc have 
mentioned above arc not always present in real life. In this book, 
vec have studied only perfect competition. Imperfect competition is 
a topic of somewhat diflicult nature ; and hence it has been left out 
here. 


c:5cc Manhall, Pnniptcf of Eccnsnics, 
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The I^w of Indifference or of M^kets 

Under free competition, if a commodity is perfectly uniform 
or honiogeneous in quality, any poition of it may be indifferently used 
in place of another equal portion ; and in the same perfect market 
and at the same mornent, all portions must te exchanged at the same 
price. There can be no reason vrhy a person should treat exactly 
similar things differently. If the market is perfect, no purchaser 
’will pay for the same commodity more than v?hat is paid by any 
■other purchaser. So long as he gets what he requires, he is indifferent 
as to who supplies it ; and if the selling price of one seller is less 
than that of another, all purchasers will purchase from him. In the 
same way no seller will sell an article for a price lower than that 
obtained by any other seller for the same article. These facts mean 
that in the same open market, at the same time, there can be only one price 
for the same commodity. By the same commodity, we mean, of course 
a commodity of exactly similar quality, grade and description, any one 
portion of which may be used or held indifferently in place of an equal 
portion. This tendency or principle is described by Jevons as the ham 
of Indifference. ‘It tends to operate in ail markets, but obviously it is not 
exactly operative in any market. In the first place, perfect competi- 
tion exists nowhere ; and, secondly, the existence of competition 
itself presupposes certain temporary variations in price as between 
one dealer and another, although the tendency is to fix one price only 
for one commodity.’® 

§ 3. THE EVOLUTION OF MARKETS 

The nature and extent of markets have changed fundamentally 
' through passage of time. Formerly we had small general markets 
where almost all the things of ordinary requirements were sold. 
Now they have been replaced by international and specialised markets. 
The evolution of markets may be looked upon from two standpoints : 

, (a) the Geographl.al, and (b) the:Functional. 

The Geographical Evolution 

Hfite we consider the development of markets from the 
viewpoint of the area occupied by buyers and sellers.. There have 
been three main stages of this type of evolutmn, namely, the local 
market, the natipnal market, and the International or world market. 

1 . The Local Market. If the buyeis and sellers of a corrimodity 
carry on business at a particular place, the market for it is said to be 

9 S. E. Thomas, 'Elements of Eonomics, p. 168. Also see Sldgwick, Political 
Eenomj.pg. 44-45. There is another Lau^ o/ as propounded by J. B. Say, 
which states that, "Every comtnodity, ■will find a sale . more *tcadi\y ■with every 
metease in the vaiiety and abundance of other commodities.” Jevons- Lmv of 
Markets is guite different from Say’s Law, See Gidc, op cit. 
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local. For instance, the markets for such perishable articles as milk 
and vegetables ate largely local. Similar is the case with bulky 
commodities like bricks and sand which cannot be sold to purchasers 
at distant places, because of the heavy transportation cost. But with 
the introduction of the “Cold Storage” (which preserves perishable 
commodities for a sufficiently long period) and cheap and quick means 
of transport, the market for some of these commodities is becoming 
wider. 


2 . The ISiaiional Market. If the purchasers and sellers extend 
over the length and breadth of the entire country, the market is said 
to be national. Dhotis^ saris and caps have a national market in 
our country. 

5. The International or World Market. The buyers and sellers 
consututing this market extend to the ends of the earth. The market 
for cotton cloth for shirting and suiting, of precious metals and stocks 
and shares, is international. 

Geographically, then, rnarkets have evolved from local markets into 
nation jl and international ones. 

The Functional Evolution 

The development of markets may also be traced according to 
the functions performed by them. The successive stages of evolution, 
from this point of view, have been general markets, specialised 
markets, marketing by sample, and marketing by grade. 

1. General or Mixed Markets. In old days markets used to be 
general or mixed, in which articles of all sorts and descriptions were 
offered for sale. Such markets have now declined in importance, 
though in villages and small towns of our country, they still exist in 
large numbers. In village markets one can still purchase almost all 
the things of ordinary requirements from one and the same market. 
As against this, the markets in cities have become specialised 

2 . Specialised Markets. The next step in the evolution of 
markets was their specialisation. Hitherto markets were general and 
used to offer for sale a large number of different goods. ^But with 
the increase in output, number and varieties of articles, each market 
began to specialise in the sale of certain commodities only. In each 
big city, for instance, there arc to be seen separate markets for the 
rale of precious metals, fruits and vegetables, etc., which arc known 
as Saraja, Tarrairi ha^ar and so forth. Specialisation of markets leads 
to more effettive competition, greater choice in purchase, and many 
other similar conveniences. 

3. Marketing h S^rrrple. The next stage in the functional 
evolution of markets is marketing by sample. As the classes of goods 
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and. the varieties in each class increase, it becomes difficult for a busi- 
nessman to transport all the goods to the market place and to display 
all of them in the shop. He, therefore, adopts the method of selling 
goods by sample. He takes out samples of all goods offered for 
sale, which . alone need be carried to the market place and displayed 
in the shop. The advantages of marketing by sample are several. 
The sample can be more easily handled than the bulk. The cost of 
transporting goods to the market place is much reduced. The 
extent of markets increases since samples can be easily sent to distant 
places through the agency of the Post Office. At the same time 
sellers are enabled to select from a great variety of goods with 
increased ease and quickness. 

All commodities cannot, however, be sold by this process. It 
is applicable only to those articles which are uniform in quality and 
which permit of the separation of a sample. It is quite practicable 
in case of raw materials, like wheat, and most of the manufactured 
articles,^® 

4. Marketing bj Grade. Marketing by sample leads to mar- 
keting by grade. According to this method, the various kinds of a 
commodity are divided into certain definite grades : and each grade 
is given a distinct name or mark. These grades ate well known to 
businessmen so.that a reference to the, name or mark of a grade 
communicates the exact idea of the quality in question. Thus “Pussa 
No. I a” is a distinct variety of wheat. Sellers can, then, quote the 
price for the various grades even without showing samples, and 
similarly purchasers can order for a commodity by a mere reference 
to the name or rnark of the grade. The s-elling of goods by grade 
makes the purchase and sale easier and increases the extent of the 
market considerably further. 

General markets, specialised markets, marketing by sample and mar- 
keting by grade are the successive stages in the functional evolution of markets. 

§ 4. TYPES OF MARKETS 

Markets may be classified on the basis of space or time. 

Space Markets' 

From the point of view oPthe space limits of a market, i.e., the 
space over which competition among buyers and sellers spreads, w’c 

10 Simple and common commodities such as -wbeai, coal, cotton, wool, etc., are 
- usually bought and sold in large quantities and it is obviously impossible for the buyer 
to inspect every single grain of corn he buys. Definiteness is obtained jointly in two 
ways, namely, by grading and by sample. Thus Manitoba wheat is graded as Nos. 
1, 2, 3, etc; ‘Cotton is graded as fair, middling, low middling, etc; A baver may 
purchase goods by grade. Later on he might compare the goods supplied with 
the standard sample represented by that particular grade. If the goods fall short 
of tbc standard sample, they can be returned. ' Sec Norman Crump, A Yirst ^ook 
of Economics, pp, 20-21. 
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have local, national and international markets. They have already 
been discussed. 

Time Markets 

Markets also vary according to the period of time which is 
allowed to the forces of demand and supply to bring themselves into 
equilibrium with one another. Markets classified from this angle of 
vision arc called time markets. The following classes of time markets 
may be noted: (i) The Short^-VerioA Market, Here the supply is 
limited to the stores which happen to be at hand. Therefore, in the 
equilibrium of demand and supply, the demand plays a more impor- 
tant part than the supply. ( 2 ) Vhe L,ong-Veriod Market, If the period 
is sufficiently long, the supply will be influenced, more or less, by the 
cost of producing the commodity in question. (3) The Very Long- 
Period Market, If the period is very long, this cost will in its turn 
be influenced, more or less, by the cost producing the labour and the 
material things required for producing the commodity.** The implica- 
tions of this division will be clear to the reader after he has studied 
the theory of value. 

Fair and Black Markets 

Markets may also be divided into fair and hluk. During the 
period of a war, prices of all the goods tend to shoot up because 
of a scarcity of goods used foe civil consumption. The pro- 
ductive capacity at such a time is used for producing war materials 
and civilian goods consequently begin to fall short. In order to 
ensure that the sellers do not charge an unfairly high price, the 
Government controls the prices of various articles. When goods 
arc sold at control price in the market, it is known as a hair Market, 
But when goods arc sold above the control price, the market is 
known as Black Market, Black matketing is illegal and a man who 
sells an article above the control price is usually liable to a fine 
or imprisonment or both. But still black marketing continues on 
account of high rates of profit. In India black marketing was 
rampant in the early years of the war but later the Government 
became strict and the practice declined. But after India became 
frccj black markets revived. To get rid of them, the Government 
adopted the policy of decontrol at the instance of Mahatma Gandhi. 
But this policy proved a failure ; and controls were tc-imposed. 

§ 5. 'CONDITION OF A WIDE MARKET 

The market foe a commodity may be wide or narrow. The 
conditions which make the boundaries or extent of any market large, 
can be divided into two broad clisscs: (a) Conditions prevailing 
'within the country ; and {b) Qualities of the commodity. 


VI MatshiW, PrincipUs of Beonomics , p. 330. 
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A. Conditions w'th’n the Country 

Certain conditions prevailing within the country affect the 
extent of the market. ;Such conditions ate (/) peace, security and 
honesty ; («) means of transport and communication ; (f/V) currency 
and banMng systems ; and (/V) methods of business. 

(/) Peace, Securifj and Honesty. Sellers will be willing to send 
their goods to distant places only if they are sure that they will 
not be stolen away by thieves or otherwise pilfered in transit ; that 
their monetary claims will be duly satisfied ; and if not, the court 
will help them to realise their dues. Peace, security and honesty 
ate thus absolutely essential for a wide market. Modern markets 
would not possibly have been so extensive as they arc today but 
for the maintenance of law and order, and of a high standard of 
business morality in the various countries of the world. 

. (//) -'Efficient Means of Transport and Communication. Efficient 
means of transport, like good roads, railways, steamships and air 
transport, tnake the carriage of goods over long distances easy, 
■cheap and quick, and widen markets. Similarly, efficient means of 
communication like the post, telegraph, telephone and wireless sys- 
tems, enable traders of one place to get information about the 
business conditions prevailing at other places very quickly ; so that 
they sell goods to, or purchase them from, the latter as the profit 
condi'ions warrant. If the means of transport and communication 
are so poor that the carriage of grods or news involves much cost, 
time and difficulty, markets must naturally be narrow, for then it 
would not be possible for distantly situated merchants to compete 
with one another. Means of transport and communication are very 
potent instruments in widening the area of a market. An impor- 
tant cause of the' narrowness of markets in olden days was the 
lack of efficient means of transport and communicatiori. That was 
the reason why the price ruling at one place was at times greatly 
-different from the price ruling at a neighbouring place. During 
the war times, prices of food-stuffs were found to vary widely from 
place, to place because of a shortage of transport facilities. But 
, generally speaking, the great development of these means in modern 
time has considerably widened markets so much so that. many .of 
them tend to become international. 

(«7) Efficient Currency and Banking Systems. Stable and good 
. monetary and banking systems lead to wide markets. A business- 
man would be willing to -purchase goods from . or sell goods to 
another businessman of a distant place only if he is sure that the 
currency system of that - place is stable. If the value of this cur- 
rency fluctuates every now and then, his calculations might be 
-upset. This -would -make business results uncertain and would 
discourage him from extending business connexions. A stable cur- 
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rcncy system would, on the other hand, assure him that his calcula- 
tions will not be interfered with by any outside force and will 
encourage him to extend his business to distant places. 

Similarly, an cfheient banking system greatly facilitates the 
transfer of money from one place to another. Banks also provide 
facilities according to which goods arc handed over to the buyer 
only when he pays the money to the bank. Banks also supply 
information about the finincial standing and honesty of distant 
businessmen which is very valuable. All these facilities encourage 
businessmen to increase the extent of markets, 

(/V) Scientific Met/iofis of Business, The extent of the market 
for a commodity also depends on the methods of sale adopted by 
the businessmen. If they adopt modern and uptodatc business 
methods, follow scientific principles of persuasive salesmanship 
and advertisement, and conduct their selling campaigns with vigour 
and push, the markets for their merchandise arc sure to increase. 

Pence, order and business honesty, ejficient weans of transport and 
communication, efficient currency and hanking system t and scientific methods 
of business widen the e>ctent of markets, 

B. Qualities of the Commodit}^ 

The wideness of the market also depends upon the qualities 
of a commodity. -The commodities possessing the following quali- 
ties usually have very wide markets : 

(/) Universality of Demand, The commodities regularly demanded 
by the people of different countries of the globe, usually have very 
wide markets. Cotton, wheat and iron satisfy the wants that are 
universally felt and ate quite urgent ; therefore, they have interna- 
tional markets. The market for furs, on the other hand, is very 
narrow because they are in demand in colder regions alone and 
are of little use in warm countries. Dhotis and caps do not have 
international markets as the demand for them is mostly confined 
to India. 

(/;) Suitability for Grading and Sampling, Commodities which 
can be easily and exactly graded or represented by samples have, 
other things being equal, wide markets, for they can be conveniently 
advertised and ordered for. Cotton, wheat and other staples possess 
this quality ; they can be bought and sold by persons separated by 
long distances just on the basis of samples or grade ; the markets- 
for them arc consequently wide. The commodities which cannot be 
graded or represented by samples must be thoroughly examined in 
their entire mass ; this is a great obstacle in their sale to distant 
merchants. 

(///) Portability, Portable commodities have wide markets. Their 
value is considerable in proportion to their bulk ; consequently they 
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can beat long carriage. • The market for common bricks is practi- 
cally confined to the neighbourhood of the kilns in which they are 
made ; they are so cheap and heavy that they cannot profitably be 
transported to distant places. On the other hand, the value of * 
and diamonds, stock and shares, is so large that the their 

transport is small in proportion to it. Hence they can be easily 
transported to distint places and can enjoy a wide market. 

\iv) Durabiliij, Perishable and delicate articles cannot enjoy 
very wide markets because, they cannot be transported over long 
distances in a safe state. Fish and vegetables have local markets. 
But gold and cotton ate very durable and, therefore, have world- 
wide markets. The introduction of ‘cold storage’, speedy trains and 
other such devices, however, tend to increase the markets even for 
perishable commodities. 

{v) Adequacy of Supply. The supply of a commodity must be 
adequate to meet a large demand if it is to have a wide market. Only 
a very restricted market exists in curiosities and rare works of art, 
whose supply is extremely limited. 

Th commodities n hich are in universal demand, suitable for gradin^^ 
and sampling, portable, durable, and procurable in large quantities usu.lly 
have wide markets. 

TEST QUESTIONS 

1. Explain and define market. 

2. What do you mean by a perfect market ? Discuss the Law of Indifference* 

3. Give an account of the evolution of markets. 

4. Distinguish between local, national and international markets. 

5. What do you mean by time markets ? What are their varieties, 

6. Lay down the conditions necessary for a wide market. 

7. In what sense is the term ^market’ used in the following statements : 

(<j) The division of labour is limited by the extent of the market. 

(if) I am going to market, 

(r) We should build our Japanese market for cotton. 

(d) There was no market for Nagpur oranges this year at Allahabad, 
(f) There is a world market for gold, 

8. When you go to purchase pencils or exercise books, do you find a per* 
feet market of these commodities ? Explain a perfect market. 

^ description of the hand-made articles of your locality and discuss, 
whether the market for each of them is local, national or international. 

EXAMINATION QUESTIONS 

U. P., Inter. Arts 


cotiditions of the wide market for a commodity ? What 
attributes should a commodity possess in order to have a wide market? (1949,1943) 

WbatkaBifek £rk«? 0947^'’’ of ‘Perfect Market’. 
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3. f A single competitive price is both the characteristic .and the test of an 
cconomic'inathct.* Explain this statement, and discuss. the causes responsible for 
the extension of markets. (1945) 

U. P,> Int. Com. 

4. What is a 'market* ? What .arc the causes o( the extension of markets for 
commodities r (1950; 

5. What do you understand by 'black market* 7 Why docs a commodity go 
to the black market ? (1047) 

Ra |.9 Int. 'Arts 

6. Describe the essentials of a market. Illustrate by reference to maikct for 
bullion and market for fish (1948). 

7. Define the term ‘market*. Explain the condition xirbich a commodity 
must satisfy to have a wide market. Give Indian examples. (1942) 

Raj., Int. Com. 

8. Define market and show how price is fixed 7 (1948). 

9. "A single competitive price is both the characteristic and the test of an 
economic matket,’* Explain this statement and discuss causes responsible for the 
extension of market. (1946) 

Patna, Inter. Arts * 

10. Explain why under competition there can be only one price of a commo- 
dity at the same time in the same market. (1949 Annual) 

11. What is meant by market in Economics ? What arc the causes of 
increasing the area of markets in modern times 7 (1948 Annual) 

Patna, Int. Com. 

12. Write a note on Market. (1949 A) 

13. What do you mean by standardisation. What are its advantages and 
disadvantages ? (1948 S) 

Banatas, Int. Arts. 

14. What is meant by 'Market* in Economics 7 What arc the factors which 
determine the size of the market ? (1949) 

Banaras, Int. Com. 

15. Explain the chief characteristics of an economic market. What kind of 
commodities have a wide market and why ? (1949) 

16. What are the different kinds of market 7 Explain the factors which bring 
about extension of market. (1947) 

Sagar, Inter. Arts 

17. What is a matket ? What qualities should a commodity possess in order to 
command a wide market 7 (1950) 

18. Define Market. What can you say regarding the extent of matket foe 
three of the following : 

a. Oranges, 

b. Fresh milk, 

c. Gold and Silver, 

d. Bricks, 

e. Cotton 7 

Give reasons for your answer. (1949 Supp.). 
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19. Wbftt Is market ? What ate the factors that extend the area of the 
-market ? (1948) 

iSagar, Inter. Com. 

20. Define a ^market". What are the causes of increasmg the area of markets 
in modern times ? (1949) 

Nagpur, Inter. Arts 

21. Which commodities have a worlds wide market ? Under what conditions 
the following commodities have a wide market ? 

Oranges, books, raw cotton, glass bottles and medicines. (1949) 

22. Define a market: Why is it that some commodities command a wide 
market while others have a limited market ? (1948) 

23. What is the difference between a market in economics and a market as 
commonly understood ? State the relationship between (<i) demand and price, and 

{b) supply and price, (1947^ 

Nagpur, Inter Com. 

. 24. What is the difference between a 'market* in Economics and a ^market^ 

as commonly understood. State the relationship between (:j) demand -and price and 
(b) supply and price. (1947) 

25. Explain what do you understand by 'Market* ? On what factors. docs 
the extent of the market for a commodity depend ? (1946) 

Panjab, Inter. 

26. ^ Distinguish between perfect and imperfect market. What arc the conii- 
tions which help to make the market perfect ? (1949) 

27. Explain the advantages and disadvantages of free competition. (1949) 
Delhi Higher Secondary 

28. What is a market ? Explain how market price is deterruined ? (1951) 

29. What is a market ? What ate the factors which determine the size of a 
market? (1950) 

_30. Briefly describe the chief advantages of competition. When docs com- 
petition lead to monopoly ? ( 1949) 
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DEMAND AND SUPPLY 

While the individual desire is fitful, the resultant of the desires of all the 
purchasers is rclathely steady, just as, in Physics, the forces of the individual 
molecules of the atmosphere which bombard our bodies arc variable and fitful, but 
the aggregate resultant atmospheric pressure a 8tC4dy fifteen pound per square 
inch. — Fisher. 


It was said in the middle of the last century that you could’ 
make a good economist of a parrot by teaching it to repeat the words- 
‘‘Supply and Demand.'' Indeed, these two words arc always on the 
tongue of every economist. Tliis is so because the Demand and 
Supply Formula is the core of the whole edifice of Economics. 
Things and services arc sold for a price which is determined by the 
interaction of the forces of demand and supply. The Theory of 
Demand and Supply has been beautifully summed up as follows^ : 
“The Supply of a commodity is the quantity offered for sale. De/uaruJ 
is the quantity that will be bought at a certain price. The price 
tends to make Demand and Supply equal. The competition of sellers 
makes prices fall, while the competition of buyers raises them." 

§ I . DEMAND 


Definition of Demand 

A desire for anything, we must remember, is not the same' 
thing as a demand for it. Tf wishes were horses, then beggars 
would ride 1' By demand economists mean an effective desire, /.e., 
the desire which can be satisfied, by virtue of the possession of the 
means of its satisfaction. In other words, elesire must be coupled 
with the means to purchase the article desired^ in order to become demand. 
A poor man may like to possess a grand bungalow, an aeroplane and 
many other costly things ; but as he is too poor to purchase them, 
his desire for' them is not demand. But if he wins a Derby prize, he 
will get the wherewithal to purchase these things. Then his desire 
will become effective and will be called demand. 

Besides possessing the means of acquiring the objects of desire> 
a man must also have the willingness to pari with the means in exchange 
for them. A man may possess the means to purchase an article but 
he may not like to part with the means in order to possess it. A 


I Cornah, Simple Economies, p, 14 
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:• miser may like to have a car for his soq, hut his attachment to 
money may prevent him from purchasing it. 

Demand may, then, be defined as the (i) desire to pdssps a 
-thing, coupled with (ii) the means of purchasing it, and (iii) the 
willingness to use those means for the purpose. In order that there 
may be a demand for a thing, there must be not only a desire for it, 
but also the TViHingness and the ability to offer for it some money or 
things or to undergo some exertion. 

Demand ^nd Price 

Demand is always made by a buyer, or would-be buyer, for a 
certain article. The demand for a commodity is closely related to 
:its price. The willingness of people to buy a thing depends, to a 
considerable extent, upon what they have to pay for it. Therefore, 
there is no such thing as demand apart from price.® Because of this 
intimate relationship between demand and price, demand is also 
defined as the quantity of a commodity which a person is willing to buy at 
a certain price? Thus when it is said that the demand for wheat has 
.increased, it means that more wheat is now demanded at a given 
price. This definition is very widely popular amongst economists. 

Demand Price 

By demand price is meant the price at which a purchaser is 
. willing to purchase a certain quantity of a commodity. If you are 
willing to buy five fountain pens of Rs. a each, your demand price is 
Rs. 2 per fountain pen. 

The Law of Demand 

The law of diminishing utility tells us that as the stock of a 
thing increases, its marginal utility, other things remaining the same, 
decreases. We also know that the price which a person is willing to 
offer for a commodity is equal to its marginal utility to him. There- 
fore, as the quantity offered for sale'incrcases and its marginal utility 
decreases, the price which a buyer is willing to pay for its successive 
units goes down. In the words of Marshall, "The greater the 
•amount to be sold, the smaller must be the price of which it is offered 
in order that it may find purchaser ; or, in other words, the amount 
demanded increases with a fall in price, and diminishes with a rise in price.”* 
Demand and price are as such indirectly related. This is called the 
Law of Demand. Demand and price a’re like the two ends of a see- 

2 Peoson, op. cit., Part I, p. 107. 

3 J, S. Mill says that we must mean by the word demand, the quantity demand- 
ed and remember that this is not a fixed quantity, but in genera! varies according 
to the Value. Sec his Principles of Political Economy, Ili. it. 4 

4 Marshall, Principles of Economics, p. 99. 
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saw ; when the one end goes down, the other one goes up.; and* 
vice versa. The diagram given below illustrates the point quite: 
clearly'. 





Fig. 45. — Illustrating Law of Demand. 

It should be clearly understood that the law of demand is* 
quite silent regarding fhe extent of change in demand as a result of a 
certain change in price. If the price changes by io%, the demand 
may change by 5% only or by 95%. The law of demand is silent 
on the point. It simply affirms that a rise in price would tend to 
reduce demand and a fall in pr cc would tend to increase demand. 

Demand Schedule 

To obtain complete knowledge of a person’s demand for any- 
thing at a particular place and time, we have to ascertain how much 
of it he would be willing to purchase at each of the prices at which 
it is likely to be offered. A list or schedule showing the amount of 
the commodity which a person will demand at various prices may be 
prepared. Such a list or schedule is called Demand Schedule. A 
demand schedule may be defined as a list showing the relationship between 
different quantities 0 ^ a commodity and their respective demand prices at a 
particular place and time. 

Individual and Market Demand Schedule. A demand Schedule 
may refer to the demand of an individual or to that of a, market. In 
the latter case, it refers to collective demand of all the individuals 
constituting the market. This is arrived at by adding the demand of 
all the individuals constituting the market. The former is known as 
an Individual Demand Schedule and the latter as Market Demand Schedule. 

The following is the Demand Schedule of a' student for pencilsi 
at Allahabad on June i, i952, at 8 A. M. 
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Deff/and Schedule 

PRICE 
6 pice 
5 pice 
4 pice 
3 pice 
z pice 
1 pice 

This demand schedule agrees with 


DEMAND 

3 

4 
6 
9 

12 

i8 

the law of demand. 


As 


price falls demand Increases. When the price is 6 pice pet pencil, 
only 3 pencils ate demanded. But when the price falls to 4 pice 
pet pencil, 6 pencils ate demanded ; and at i pice per pencil, i8 
pencils are in demand. 

Demand schedules are of great use in economics. They greatly 
aid in the understanding of the law of demand and exhibit the 
elasticity of demand very vividly. 

Demand Curve 


The demand schedule can be represented on a graph paper. 
Such a graphic representation of a demand schedule is called the 
Demand Curve. It reports the number of units that would be bought 
at different prices. The demand schedule given above is diagram- 
matically represented below : 


Pice 
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By joining the points, we get the demand curve drawn in thick 
black ink. 

§ 2. ELASTICITY OF DEMAND 

Meaning of Elasticity of Demand 

The demand for a commodity diminishes or increases according 
as price increases or decreases, other things remaining the same. 
This variation in demand, in response to a variation in price, may be 
slow or rapid. T/je variation in demand in response to variation in price 
is called the Elastidtj of Demand. 

By the common experience of all merchants, when the prices 
of certain goods are lowered even slightly, there is an appreciable 
increase in the quantity demanded ; and when the prices of these 
commodities go up slightly, there is a marked decrease in the 
demand. In the case of other goods, like salt, the amount demanded 
is little affected by the fluctuation in price. “The elasticity (or 

responsiveness) of demand is great or small according as the 

amount demanded increases much or little for a given fall in price, 
and diminishes much or little for a given rise in price,*’ [Marshall) 
Degrees of Elasticity of Demand 

The demand for an article may be (/) elastic, (//) highly clastic, 
[Hi) perfectly elastic, (/V) moderately elastic or inelastic, or (v) 
perfectly inelastic.. These are the five degrees of the elasticity of 
-demand. 

(/) Elastic, There are some articles of comfort whose demand 
varies in exact proportion to the variations in price. ■ If thcir^rice 
becomes double, the demand for them falls by half ; and if their 
price falls by half, the demand for them becomes double. Demand 
in such cases is said to be elastic. The demand curve of this type 
is semi-horizontal or semi- vertical as is shown in fig. 4o (i) ap- 
pearing on the next page. 

(//) Highly Elastic, Take the case of a good silk shirting cloth, 
which is being sold at Rs. 4 per yard. If the price suddenly drops 
-down to Rs. 3 per yard, you may like to purchase it for two shirts 
irather than for one only. In this case, the amount demanded 
increases considerably for a small fall in price; price falls by a 5 
per cent but the demand rises by 5o per cent ; in other words, 
the rise in demand is more than proportionate to the rise in price. 
.'Similarly, if the price of the cloth rises by a small amount, the 
demand will fall considerably, more than proportionately. When 
the variation in demand is more than proportionate to the variation in price ^ 
the demand is said to he highly elastic. The demand for articles of 
luxury is of this nature. The demand curve of this type is hori- 
zontal ; it tends to be parallel to the base. See fig. 47 ( 2 ) on the 
mext page. 
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V.erfectly ■'Elastic, Cases .are imaginable in wbicb the 
demand’ for : an article is perfectly elastic, the demand varies 
considerably without any variation in price. The price may . remain 
the same, but the demand may still increase tremendously or fall 
considerably. Such cases are only hypothetical and not real. The 
demand curve in this case would be perfectly parallel to the base 
line. See fig. 47 (5) given below. 

(/p) Moitrately Elas'ic or Inelastic. Take, again, the case^ of. 
salt. Salt is indispensable for us and our demand for it remains, 
more or less, the same irrespective of fluctuations in its price. 
Suppose its price today is one anna per seer. If tomorrow the price 
rises by two. annas per seer, our demand for it will probably not 
decrease appreciably. In other words, the fall in demand is less 
than proportionate to the rise in price. Similarly, the fall in price 
will cause less than proportionate rise in demand. The demand 
in this case has hardly any elasticity ; it is, in fact, said to be 
moderately elastic or inelastic. When the variation in demand is less 
than proportionate to a variation in price, the demand is said to be moderately 
elastic or inelastic. The demand for articles of necessity is of this 
nature. The demand curve in such cases tends to be vertical. See 
Fig. 47 (4) below. 
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(v) Perfectly inelastic. The demand is said to be perfectly 
inelastic when there is absolutely no change in demand as a result 
of variation in price. The demand remains the same irrespective of 
the price. This is, like perfectly elastic demand, a purely imaginary 
case. This curve is perfectly vertical — it is exactly parallel to the 
axis. See Fig. 4o (5) on the last page. 

^ In the above diagrams, OX axis measures quantity of commo- 
dities and OY -axis the price thereof. LM dotted line shows the 
change in price and MN dotted line, the change in demand as a 
consequence. The reader should observe that the greater the ten- 
dency towards elasticity, the more horizontal the demand curve ; 
and, conversely, the greater the tendency towards inelasticity, the 
more vertical the demand curve. 

^ The following diagram further illustrates the various degrees 
of the elasticity of demand : — 



Fig. 48. — Another diagram illustrating the various degrees of the 
elasticity of demand. 

The Measure of the Elasticity of Demand 

Economists measure the elasticity of demand (<?) by assuming 
one (t ) as the unit of elasticity. The elasticity of demand for a 
commodity is said to. be one when demand changes proportionately 
with a change in price. Thus if price becomes double, the demand 
becomes half ; if price falls by 5o per cent, the demand rises by the 
same percentage. Here the total amount spent on the article (price 
per unit X the number of units purchased) always remains the same 
irrespective of price fluctuations. This is the case with articles of 
comfort. The .elasticity of demand or such articles is expressed 
symbolically as t. When elasticity of demand is equal to one, 
the demand is said to be elastic. - 1 
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The elasticity of demand for a commodity is said to be more 
than one when the change in demand is more’ than proportionate to 
the change in price. Thus if price falls by lo per cent, the demand 
may rise by 20 per cent. In this case the total amount spent on the 
commodity diminishes if the price rises, and increases if the price 
falls. This is the case with articles of luxury. The elasticity of 
demand for such articles is expressed symbolically as e> 7 . When 
the elasticity of demand is greater than one, the demand is said to be 
highly elastic. 

The elasticity of demand for a commodity is said to be less 
than one when the change in demand is less than proportionate to 
the change in price. Thus if price falls by 20 per cent, the demand 
may rise only only by 2 per cent. In this case, the total amount spent 
on the commodity increases when price rises, and decreases when 
price falls. This is the case with necessaries. The elasticity of 
demand for such articles is expressed symbolically as f< 7 . When 
the elasticity of demand is less than one, the demand is said to be 
inelastic. 

The following chart tabulates the above discussion in a brief 
form : 



Degree of change 
in demand 

Symbol of 
elasticity 

Articles 
falling under 
each 

Degree of 
elasticity 

/ 

t 

Proportionate 

i 

f = / 

Articles of 

comfort 

Elasticity 

i 

More than propor- 
tionate 

e>1 

Articles of 

luxury 

High elas- 
ticity 

C 

Less ‘than propor- 
tionate 

e<1 \ 

Articles of 

necessity 

' Moderate 
elasticity • 
or 

. inelasticity 


Chart Explaining Elasticity of Demand. 
An Elastic Demand Curve' 


The demand for cars is -elastic.^ The following is the Demand 
bchedule for cars : : . . 


5 The clasticjty of demand for cars is fairly small for an individual However 

cheap cars may become; nobody will reoew-his car or cats more 'than once a 
But It IS fairly large for the public as a whole, 
stratum of buyers comes nip to purchase cars. 


year. 

Every time the price falls, a new 
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Demand Schedule, {.for Cars) . , 


* Price Rs; 


No. Demanded 


lOjpOO 

8,000 

5,000 

4,bod 


1,000 

3.000 

8.000 

i 1,000 


The resulting curve (see below) gives the typical demand curve 
for such articles. The curve tends to be horizontal. 





Fig. 49. — Showing Elasticity of Demand for Cars. < 

. - . ! 

In this diagram, units of cars have been measured along OX 
axis and price along OY axis. Points have been plotted as shown 
by dotted lines. On joining the points thus plotted, we get the 
demand curve. The reader should carefully mark the horic^ontal nature of 
the curve. 


Below is given the Demand Schedule for salt. The demand 
for salt, as said above, is inelastic. 


Demand Schedule {for Salt) 


Price 

(Rs. per maund) 
6 
4 

. 3 

2 


Quantity Demanded 
(Maunds) 

lOO 
lio 
ii5 
120 . 
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Fig. 


The iesulting cutve' (Fig. ' 5 o) • gives' ; the •‘demand' cutve fat 
. . ; ; , salt. The .curve tends to be- vertical. 

r//f reader :Shofild mark the Vertical nature of- 
the curve. ■_ It is- to be- rioted that the 
elastic demand curve tends to -be hori- 
zontal, while the inelastic demand curve 
tends to be vertical. , . ... 

Conditions Governing Variations in 
Elasticity 

Elasticity of demand is an extre- 
mely variable factor. The elasticity of 
demand' for certain articles like, fountain 
pens and motor cars is more variable than 
that for certain other articles like salt 
and match boxes. ' Again, the elasticity 
of demand for the same article varies 
according to the economic status of a 
person. For instance, the demand for 
motor cars is elastic in the case of a rich 
man and inelastic in the case of a poor 
The elast'-cify of demand for neckties is great for a college 
but it is hardly any for a person like Mahatma Gandhi. 

for a commodity may be high at 


iQO no 120 
Mds.of Salt 


730 


50. Shoving inelasticity 
of Demand for salt. 


man 
student 

Again, the elasticity of demand 
certain prices and moderate at certain other prices. 

The following are the chief general conditions which deter- 
mine elasticity of demand for any commodity : 


(/) The Demand forl^uxuries is Highly Elastic, That for Comforts 
Elastic, andThat for Necessaries, Inelastic. The reason for it is that 
certain things, which are essential to life, will be obtained at any 
price .; whereas, articles of luxury can be more easily dispensed with ; 
while articles of comfort rank midway between the two. 

The demand for necessaries is habitually inelastic. The want 
for necessaries for existence is so pressing and fixed that a man 
ordinarily demands,- more or less, the same quantity irrespective of. 
changes in price. The demand for conventional necessaries is also 
of similar nature. On the death of a elderly member of bis . family 
^ is expected to give a feast (Terahvij irrespective of the 

price of the victuals. The demand for necessaries for efficiency is 
not always and everywhere equally inelastic. Where standard of 
living is high they become as insistent as necessaries' ; but if the 
standard of living is low, they lose their pressure and are- allowed to 
go unsatisfied. 

. ^ The demand for articles of luxury is highly elastic. Such 
. articles arc not absolutely indispensable so that their consumption 
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is drastically curtailed 'if prices rise. Their consumption is also 
capable of enormous extension if prices fall. As such, if theit 
prices rise people begin to demand them in less than proportionate 
quantities ; and if their prices go down, their demand increases more 
than proportionately. 

The articles of comfort fall midway between articles of 
necessity and of luxury ; and the demand for them is elastic in the 
sense that the variation in the demand for them is proportionate to 
a change in price. 

(2) Influence of Variety of Uses, Generally speaking, those 
things* have the most elastic demand which are capable of being 
put to many different uses. For if their prices rise, they can be 
withdrawn from some uses ; and if they fall, they may be devoted to 
some new uses. For instance, if water, during a drought, is supplied 
at a very high rate by metre, people may use it economically and 
scantily for bathing and washing purposes. But if it is supplied at 
a fixed annual charge, its use for every purpose is likely to be carried 
to the full satiety limit, 

(5) yhe Effect of Substitutes, The demand for a commodity, 
which has many substitutes, is more elastic than the demand for a 
commodity which has no substitutes. For, in the former case, if 
one of the commodities becomes cheaper than the others, the latter 
will lose some of their consumers in favour of the former. The 
expansion of demand for the cheaper commodity will be correspon- 
dingly greater than if its only source of increased demand had been 
the enhanced consumption of the original buyers. Thus coffee is a 
substitute for tea. If the price of coffee rises appreciably and people 
take to tea, demand for coffee will fall substantially and that 
for tea rise considerably. However, if no substitutes are available, as 
is the case with salt, the demand will not fall considerably as a result 
of a rise in price. 

(4) Influence of Sensibility and Acquired Tastes and t>istastes. 
The demand for things also depends upon sensibility : some people' 
care little for refined flavour in their tea provided they can get it aS 
much as they like, while others crave for a high quality but are 
easily satiated. Constant use also gives rise to acquired tastes and 
dis astes. A man who has become used to writing on fine,’ glazed 
paper will continue to demand it irrespective of a rise in its price. 
Similarly a man, who does not like coffee, will not demand it 
howsoever low its price may go. 

(5) Influence of Trice, Elasticity of demand is small at very 
high and very low price ; it is great at medium prices. If the price of' 
a commodity is very high, an ordinary rise or fall- in price will not 
affect the demand for it because then it is bought by the rich - aldfie* 
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who will biiy it, at aQy. price. If the price is very low, everyone- 
can buy who wishes to buy and an additional fall in price does not > 
make any difference in the amount^demanded.^ But at medium price 
it is consumed by the rich and- the upper- middle class; so that if 
the price rises a little, the latter will give' up its consumption and - 
the demand will shrink. On the 'other hand, if the price falls -a 
little, lower middle class people, and even the poor, might begin 
to consume it and the demand may rise. Hence the elasticity is 
great at medium prices. 

The Case of One Class of Society. ■ The above statement refers 
to the demand of the society as a whole. If we consider the demand 
of a class of people only, we will find that “the elasticity of de- 
mand is great for high prices ; and great, or at least considerable, 
for medium prices ; but it declines as the price falls ; and gradually . 
fades away if the fall goes so fat that satiety level is reached.”® 
When the price of a thing is very high relatively to any class, any 
considerable fall in its price causes a great increase in the demand 
for it. When the price drops to the middle level, those members 
of the class who occupy lower financial position begin to make some 
demand, while the old consumers also increase their demand. The 
demand rises though not very briskly. Further fall in the price 
makes the demand increase only half-heartedly since most of it 
has' already been satisfied. At the satiety level demand becomes 
thoroughly inelastic. , 

(6) Proportion of Income Spent. Finally, the demand is generally 
more elastic for commodities which take up a large proportion of 
one’s income than for those which only take 'up a smaller one, 
simply because one hardly thinks about the very small items. The 
demand for salt is very inelastic because so little is spent on it 
as also because there is no substitute for it. Similarly, the demand 
for sewing cotton is inelastic because the cost of sewing cotton is so 
.small a part of the cost of making clothes that nobody worries 
much about it. 

§ 3 . SUPPLY 

Meaning of Supply 

Supply is the quantity of a commodity that a seller offers for sale at 
^certain price. We cannot think of supply apart from price. Supply 
depends upon^ price. High prices increase the supply and low, 
prices reduce it. Hence there is no such thing as supply apart 
from price. 

,Just as we distinguished between desire and demand, so we 
must also distinguish between stock and supply. The stock is the 
quantity of goods that could be sold ; the supply is the quantity 


6Marshal!,,Prrw/^/w of Economics, p. 103. 
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that would be sold at a given price.’- If in a j market at a" particular 
day and at a particular time 2,000 maunds of wheat are offered for 
sale at Rs, 4 per mauhd, then 2,000 maunds is the supply of wheat 
at that price. But there might be a stock of - 10,000 ' maunds of 
wheat at that time, out of which only 2,000 maunds are being offered 
for sale. 

Supply Price 

By supply price is meant the price at which a certain quantity 
of a commodity is offered for sale by its suppliers or sellers.® 

The Law of Supply 

Supply varies with a change in price. It increases with a rise 
in price and decreases with a fall in it. Thus both supply and price 
move together. This is known as the Law of Supply, 







^ efupPlY 

Suppiv 



Pnce and Supply are 
dirccilY Conneciea 


Fig. 5 1 — Comparing the Laws of Demand and Supply. 

The reason for the operation of the law is that if price in- 
creases, even those inefficient producers whose cost of production 
is high find it profitable to put their produce on the market while 
the efficient ones increase their supply. And as the price goes on 
increasing, the output offered for sale keeps pace with it. On the 
other hand, if the price decreases, some producers whose cost of 
production is greater than the price, withhold their supply from 
the market and therefore the supply decreases. The above Fig. 44 
compares the laws of demand and supply ; demand and price move 
inversely while supply and price move together. 


7Penson, op, cit, p, 110. 

^ SSnpply is based on the unwillingness of men to undergo certain* discom- 
modities which are necessary for production, namely, to labour or to sacrifice 
themselves......... A certain .price must be offered to induce men to make these 

efforts or sacrifices ......The amotmt produced depends on the price offered It 

is called Supply Price. — John A. Todd, 'Political Economy for Egyptian Students, 
p. 35. 



' DEMAND and supply 


4i9 


Supply Schedule ' ' ' [ , • . 

A Supply Schedule is a list or a record showing the relation- 
ship between various prices and the supply of a particular commo-' 
dity in a particular market on a particular day and at, a particular 
time. The following is the supply schedule of a grain dealer for 
wheat in Mutbiganj (Allahabad) on the ist June, i94o at iq A. M., 


PRICE ' 

■ . , .SUPPLY 


Rs. 

Mds. 


6 

10,000 

- 

5 

9,000 


4 

8,000 


5 

6,000 


z 

4,000 


I 

i,6oo 



The supply schcdile can be represented diagrammatically. 
The curve thus obtained is called the supply curve. The following; ' 
supply curve is the diagrammatic representation of the supply 
schedule of grain given above. It is obtained by measuring maunds- 
of wheat along OX axis and price along OY axis ; plotting the 
points as shown by dotted lines ; and by joining the points thus, 
plotted. 





Fig. 52 — Showing the Supply Curve, 
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The reader should compare this curve with the demand curve 
:shown on page 42 1 ante. 

Elasticity of Supply 

The, term elasticity of supply is not often used in Economics. 
But it is a useful concept. The supply of an article may be said 
to be elastic when the shpply varies just proportionate to the varia- 
^tion in price. It may be said to be highly elastic when variation in 
-supply is more than proportionate to the variation in price. It may 
be called inelastic when the change in supply is less than proportion- 
ate to a change in price. ^ 


Supply Curve and Laws of Returns 


The demand^ curve tends to fall from right-hand side to left- 
band side. It indicates that as the price of an article increases, the 
y demand for the commodity falls. This 

is clear from the adjoining diagram. This 
r is because of the operation of the Law of 

•-price 1° Diminishing Marginal Utility ; and this 

1 applies to every commodity. As sbehi 

\ this' is bound to be the shape of the 

\ demand curve of every commodity. 

\ But the supply curve of every com- 

modity does not necessarily have the same 
p* shape. The shape of the supply curve 

ol of an article depends upon the fact as 

U-nits ^ to whether its production obeys the law 

Fig. 5 3. " of increasing, constant or diminishing 

Teturns. If the production of commodity is subject to the law of 
diminishing returns (or increasing cost), the greater the production, 
the higher the cost : and the supply curve (SS*) will go on ascend- 
ing towards the right-hand side, as is clear from Fig. 54 given below. 


“Contrary to this, if the production is 
subject to the law of increasing returns 
(or diminishing cost), the cost will decline 
as production increases. The^ supply 
curve (SS’) will go on descending as is 
'Cleat from Fig. 5 5 g-iven below. If, 
however, the production obeys the law 
of constant returns (or constant cost), 
the -cost will remain uniform whatever 
be the amount that is produced. Hence 
supply curve (SS’) will run parallel to 
OX-axis. This is clear from Fig. 56. 


Y 



• Uuits 
Fig. 54. 
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Fig. 5 5. Fig. 56. 

TEST QUESTIONS 

1. Explain as dearly as you can* the meaning of demand and frame its suitable 
definition. 

2. Explain, formulate and illustrate the law of demand. 

3. Write short notes on : demand price: demand schedule; and demand 

curve. ^ 

^ 4. What is meant by elasticity of demand ? Explain elasticity, high elasticity 
and inelasticity. 

5. Explain the conditions governing the elasticity of demand. . 

6. What do you mean by supply ? Define supply schedule and supply 
curve. 

7. Explain and illustrate the law of supply# 

8. 'The demand for hats has increased/ What two interpretations can be 
given to this statement ? Define demand, 

9. Should yon expect the demand for the following inelastic or elastic or 
highly elastic : automobiles ; playing cards ; tennis balls ; ink ; hair cuts ; papers ; 
salt ; diamonds ; books, 

10. Should you expect the demand for a commodity elastic or inelastic — 

(a) if there are many available substitutes for it ? 

(b) if there arc many pKJSsibIc uses for it ? 

(c) if its price places it beyond the reach of the masses ? 

(d) if the desire for it is nearly satiated ? 

11. "Supply and stock on band mean the same thing"" Do you agree. Does 
the supply of a commodity Include what is possessed by consumers ? May the 
supply of a commodity exceed the total quantity in existence ? 

12. What would be the relative effect upon demand for motor cars and rice if 
prices of both should fall proportionately ? 

13. Why has the price .of gold remained high in spite of the great increase in 
its supply f 

EXA.MINATION QUESTIONS 

U. P. Inter Arts 

1 . Explain the Law of Demand. How is value determined under perfect 

competition? (1951) - 

2. Write a note on Demand and Supply Schedule. (1951) 

3. Why is the demand for some goods elastic an^ for others inelastic ? What 
*has been the effect of scarcity and high prices on the demand for goods In India 

during the present war ? Give examples. (I, A., 1945)* 
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4. Define demand and supply and explain how they Help in the determination 

of the piicc of a commodity. ^^42)) 

5. What do you understand by elasticity of demand ? Explain why the 

demand for some commodities is more elastic than for others. (I. A., 1941)i 

TJ, P. Inter. Com. 

6* What is meant by elasticity of demand ? Why is the demand fpr some 
commodities more clastic than for others ? Explain fully. (1950) 

U, P, Inter Ag. 

7. Explain the meaning of Want and Demand, What is the effect of this- 
difference on the value of an article ? ^1944) 

8. Describe the conditions determining the elasticity and inelasticity of 
demand for a commodity. (1943) 

U. P. Inter. Ag. 

9. Explain the following : — 

When the demand for commodity increases its price also rises. (1951) 

10. Define and write notes on Demand Curve and Inelastic. Demand. (1951)' 

11. Write a note on Elasticity of Demand, (1950) 

Raj. Inter Arts 

12. Explain Elasticity of Demand. How would jou measure it? (1948) 

13. If price falls demand increases but if demand increases, price again 
rises. It is difficult to see how price ever changes. Solve this difficulty. (1944); 

14. Write a note on supply price. (1942) 

Raj. Inter Com. 

15. What is meant by elasticity of demand ? Why is the demand for some 
commodities more elastic than for others ? Explain fully. (1949) 

16. Write a note on 'Elasticity of Demand*. (1948) 

17. What do you understand by Elasticity of Demand. Explain why the 
demand for some commodities is more elastic than for others ? (1946) 

18. State the law of demand and point out the difference between individual 
demand and market demand. What arc the limitations of the law of demand ? 
(1944) 

Patna, Inter. Arts 

19. What ate the immediate and ultimate effects of an increase in the demand 
for a commodity on its price ? fl949S) 

20. Explain why a fall in the ptice of commodity is followed by its increased 
sale. (1949A) 

21. State and explain the law of Elasticity of Demand. Give examples and 
' draw diagrams to illustrate your answer. (1948 A) 

22. What arc the circumstances in which the demand for a commodity may 

increase even if the price rises ? (1946 A) 

23. Explain the Law of Elasticity of Demand and give illustration of 'clastic 

and inelastic demand. (1946S) * 

Patna, Inter. Com. 

24. What do you mean by 'Demand*. What is the relation of demand and 

value ? (1949S) ^ 

^ 25. State the circumstances under which the demand fer a commodity will 

increase even if the price rises. (1949 A) 
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26. What do you mean by Elasticity of Demand ? • Distinguish between 

•elastic and inelastic demand. Does elasticity pf demand, for a commodify vary 
■according to variation in time and the classes of persons concerned ? (1948A> 

27. The greater the demand^ the higher the price ; and the higher the price 
the smaller the demand. Explain why this is so ? (1948 A) 

28. Write a note on Demand Schedule. (1948A) 

3anaraSi Int. Arts 

29. State and explain the concept of Elasticity of Demand. Give examples 
to illustrate your answer. (1949) 

30. Write note on demand and supply curve. (1949) 

31. Distinguish between ^market price* and 'normal price*. How is price 
determined under conditions of free competition ? (1948) 

iBanaras Tnt. Com. 

32. How is the price of a commodity determined under competition ? Why 

are prices of commodities high in India at present ? (1949) 

33 What is meant by Elasticity of Demand ? What are the factors that 
govern it ? (1948) 

34. Explain the Law of Elasticity of Demand. Discuss the condition under 
which demand is elastic. Draw diagrams. ( 1946) 

5agar, Int. Arts 

35. What is Elasticity of Demand ? Give conditions which determine elasti- 
city or inelasticity of demand for any commodity. (1950) 

36. Wiite note on Inelastic Demand. (1949) 

37. What do you understand by a rise in the demand for a commodity ? State 
^rcfully the Law of Demand and illustrate it by means of a diagram, (1949) 

38. Explain the term "Elasticity of Demand**. Why is the demand for 

some commodities more elastic than for others ? (1949 Sup.) 

39. What is meant by elastic and inelastic demand. Why is the demand for 
some commodities more elastic than others, (1948) 

5agar Int. Com. 

40. Write a note on Elasticity of Demand. (1949 supp ) 

* 4l. State tbs law of Elasticity of Demand. Why is the demand for some 
comoditics elastic ? (1949) 

42. What is 'Demand*. State and explain the law of demand. What are its 

limitations ? (19489) , , 

Nagpur, Inter. Arts 

43. What is Demand ? Frame a market demand schedule and explain why 
demand changes as a consequence of change in price. Is this true under all condi- 
tions ? (1948) 

44. Explain 'Elasticity of demaild*. Why is the demand for some commodities 

mote elastic than others ? (1948) 

45. What is the difference between a market in Economics and a market as 
commonly understood. State the relationship between (a) demand and orice and 
(b) Supply and price. (1947) 

Nagpur, Int. Com. 

46. What is the difference between market in Economics -and 'market* as 

commonly understood. State the relationship between (a) Demand and price • 
(b) supply and price, (1947) ' * 

47. &plain the relationship between Demand and Price, and between 

Supply and Price. (1947) ' 
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48. Write a short note on Demand and Utility. (1946) 

49. Write a note on Elasticity of Demand, (1945) 

Bombay^ Int. Com. 

50. How can we say that cost determines price T (1949) 

51. Write a note on ^Elasticity of Demand. (1949) 

'Poona, Int. Com. 

Demand. What is. t^ant by Elasticity of Demand? What ate 
the factors that dcterminc-the EJasticity^f Demand ? ^1949)~ 

Tiavancore. Int. 

53, The following example was given by a candidate in [illusiration of the 
law of demand 


Price of oranges 

No. of oranges 

per 100 

demanded 

Rs 10 

1,000 

Rs 9 

900 

Rs 8 

800 

Rs 7 

700 

Rs 6 

600 


Is the above example correct ? If not, suitably change it and state your 
reason. (1943) 

Panjab. Inter. 

54. Draw the demand cuive and explain the truth it is intended to illustrate* 
0951) 

55. Explain elasticity of demand. (1950,1949) 

56. What arc the factors on which changes in demand depend 7 What is 

the difference between effective demand ? (1949) 

57. Why and when is demand {a) clastic, (^) inelastic ? Does supply also* 

show elasticity ? (1949) 

Delhi, Higher Secondary 

58. Explain the law of demand. Show clearly the effects of changes im 
demand. (1951) 

59. What do you understand by elasticity of demand ? Distinguish exten- 
sion of demand from increase of demand. (1950) 

60. What is demand ? Can you draw a market demand curve for sweets 
during the Dewali festival ? (1949) 

61. Write a note on clasucity of demand. (1950) 
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THEORY OF VALUE 

A man is likely to be a better economist if he trusts to bis common sense and> 
practical instincts, than if be professes to study the theory of value and is. resolved' 
to find it easy. — Marshall, 

A very, importaat pact of Economics is the study of the way in 
which value, or price, is determined. How is it that a commodity 
sells for a particular price, neither for more, nor for less ? How 
does the adjustment between the demand and supply take place ?• 
All such 'problems relate themselves to the theory of value. 

§ I. THE THEORY OF VALUE 

The theory of value (or price) is, in fact, the pivot on which- 
the Science of Economics rests. Economics studies human activities 
in relation to wealth, and wealth consists of those articles which 
possess value ; so the theory of value is of prime importance to- 
Economics. 

. The theory of value seeks to explain the following things : 

I. Why does the purchaser pay^ price for an article ? 

z. Why does the seller demand a price for his commodity ? 

3. How is pfice determined ? 

. iVe shall deal. with. each, of these points one by one. 

Why. is Price Paid.? 

A person is-prepared to.pay a price for a commodity because 
it satisfies his want or wants; And the more urgent is the want it, 
satisfiesj the higher- is the price he is prepared to pay for it. If you 
ate extremely hungry you may offer Rs. lo or even Rs. loo for a 
loaf of bread rather than ..go without it. But after your hunger is- 
appeased and the intensity of your present vant reduced to minimum, 
you may, not pay for it even z as.- It follows, therefore, that the 
price, that a person is .willing, to pay for. the first unit of .alcommodity 
is considerable, because it satisfies, his want at :its. most intense stage* 
For every successive unit the amount that he is prepared to pay goes 
on diminishing And if he continues his purchases, a point will, 
sooner or later, ^ome 'when the -money -that he has to .pay for the 
next unit of a commod:ty • is equal .to its utility to him. He stops 
his purchases at this point. - -The price paid for the -last unit measures 
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the marginal utility. Since all the units purchased by him are similar, 
he will pay the same price or each of them. It follows, therefore, 
that the price per unit that a buyer will be willings to pay is equal 
TO the marginal utility. The marginal utility of the commodity 
determines the maximum price that he can pay : he may pay less, but 
not more than that. 

Why is Price Charged ? 

A seller charges a price for a commodity because he incurs 
certain expenses in producing or acquiring it. He will not obviously 
sell the commodity at a price less than the expenses of production. 
It is the minimum price he wi’l ordinarily accept : he may charge 
nothing in addition to it, but he will nx>t ordinarily be satisfied with 
anything less than that. 

Fixation of Price 

Thus we see that the buyer has a maximum, which is determined 
by the marginal utility of the commodity. He is not prepared to pay 
•a higher price than this ; and of course tries to pay as less as possible. 
As against this, the seller has a minimum, which is determined by 
•expenses of production. He is not prepared to accept a lower price 
than this, and he tries to charge as high a price as possible. Tne 
•actual price is fixed somewhere in between these minimum and 
maximum limits according to the relative influence of demand and 
•supply. Where the buyer gets an upper hand, either because his 
•demand is not urgent or because he is comparatively skilful in 
bargaining, the price tends to be equal to expenses of production. 
But where the seller gets an upper hand, either because his desire to 
•sell the goods is not urgent or because he is comparatively skilful in 
bargaining, the price tends to be equal to marginal utility. The 
actual price at which business is done is thus determined by the 
forces of demand and supply and is the one at which the demand is 
‘equal to the supply. This is fully illustrated in the following pages. 
This adjustment of demand and supply is known as equilibrium and 
the price is known as equilibrium price* 

The above is the theory of value. It may be summed up as 
below : Value is determined in between the marginal utility and expenses 
•of production according to the relative forces of demand and sutply and is ihe 
one at which the supply of the commodity is equal to the demand therefor; 
In the short period, demand plays a more important role ; and in the 
long period, supply plays a more important part in the determination 
of price, as will be explained later. 

Real and Money Cost of Production 

In the present discussion, we shall have to make frequent use 
of the xctttis real cost money cost oz expen s^.s of production* It is, 
therefore, necessary to distinguish between these two terms. 
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'Real cost. Production involves efforts and sacrifices.- The 
efforts and sacrifices involved in producing a commodity constitute 
its Real Cost of Rtoducthn. Marshall says, “The exertion of all the 
different kinds of labour that ate directly or indirectly^ involved in 
making it, together with the abstinence or rather the waiting required 
for saving the capital used in making it — all these efforts and 
sacrifices together will be called the real cost of production of the 
commodity. . ■ . • 

Money Cost or Cosjt. Efforts and sacrifices, however, cannot be 
easily measured in themselves. But they can be measured in terms 
of money for which they are purchased. The amount of money 
spent in producing a commodity is called its Money Cost of Rrodnctloni 
or Cost Price or Cost or Expenses of Production. In the words of 
Marshall, “the sums of money that have to be paid for these efforts 
and sacrifices will be called either its money cost of production, of' 
for shortness, its expenses of production : they are the prices which ^ 
have to be paid in order call forth an adequate supply of the efforts'^ 
and waitiugs that ate required for making it, or, in other words',-- 
they are its supply price. Cost usually refers to- money cost. -di 


Time Element in the Theory of Value 




;c* 






Time element is of profound significance in the theory of value^ 
and modifies the •application of the general theory to the specific 
conditions. The theory of value or price as' dealt with above, is very " 
general. Its application varies in certain respects according- tc^ 
time involved in the determination* of the price. Two specificlcases^^ 
are distinguishable from this point of view : * 

^ - . co^f 

(i) S//orf Period or Market Price. It is the price determine^*^^^,^ 
short period. Short period is th period in which the supply of a commodify ^ 
cannot be ftdly adjusted to the demand for it. The actual periodidwhich 
may be. called short, depends upon the nature of each comtnodityi--':: — 


1 Marsha! h Principles of Economics j pp. 338-339, 


ifna Dr{j tA 


2 page339. In many text-books^ cost of production and expenses of 
production are often used as synonyms. Marshall let fall a hint of caution -on this 
point. Mill and some other economists, he says, have followed the practice of 
ordinary life in using the term, '"cost of production in two senses, .sometimes no 
signify the difficulty of producing a thing and sometimes to express the outlay of 
money that has to be incurred in order to induce people to- overcome this difficulty 
and produce it. But by passing from one use of thc'tcrm to the oSer ^without 
giving explicit warning, they have led to many misunderstandings and mucH barren 
controversy.’^ — Marshall, Economics of Industry, pp. 195 n. 
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' (2) hong Period or Nomal Price. It is the price determined in 

long period. JLorig period is the period in n^hicH the supply of a com^ 
modify can be adjusted to the demand for it. The ' actual period which 
may be called long, depends upon the nature of each commodity. 

Price in short and long periods is determined by the relative 
forces of demand and . supply ; but in short period^ demand plays a 
decisive part while in long period' supply is the decisive factor. 

§ Z. SHORT PERIOD OR MARKET PRICE 

We shall now describe how the price of a commodity is deter- 
mined in short period, say, on any particular day in a market.' It 
is known as the short period or market price. 

Equilibrium in Short Period 

We take the example of a wheat market. Let us assume, for 
the sake of simplicity, that all the wheat in the market is of the 
same quality. The quantity which each seller would be willing to 
sell at any particular price will depend upon his own need for 
money and by his estimate of the future and present conditions of 
the wheat markets. There are some prices wh»ch no seller would 
accept ; some which no one would refuse. There are other in- 
termediate prices which will be acceptable to some and not to 
others. At some prices some would offer a particular quantity for 
sale but may offer more if price goes up. Let us suppose that when 
the price of wheat is Rs. z per maund, 5 00 maunds are offered for 
sale. If price rises to Rs, 2-8-0 per maund, another 200 maunds 
will be offered ; while the holders of another 200 maunds would be 
tempted to sell only at Rs, 5 per maund. 

Again, let us suppose that if the price is Rs. 5 per maund, 
only 600 maunds would be purchased ; if it is Rs. 2-8 0 per maund, 
another 100 maunds will be purchased ; and that at Rs. 2 per maund, 
yet another 2 5 o maunds will be bought. 


These facts may be put in a table in the following way : — 


- 

Holders will be 

Buyers will be willing 

At the price 

willing to sell 

to purchase 


Maunds 

Maunds 

Rs. as, p. 



3 0 0 

9 oo 

600 

280 

7 oo 

7oo 

2 00 

! 5 oo 

93 o 
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Now, suppose the .price at any particular time is • below 
Rs. 2-8-0 per maund. At this price even those sellers who would 
sell at that price rather than leave the market, would argue that at 
that price, the demand would be more than the supply ; so they will 
wait and by waiting help to bring the price up. 

If the price rises above Rs. 2-8-0 pec maund, buyers will argue 
that the supply will be much greater than the demand at that price ; 
therefore, even those of them who would rather pay that price 
than go unserved, wait ; and by waiting help to bring the price 
down. 

So the price will be tossed hither and thither like a shuttlecock^ 
as one side or the other gets the better in the “higgling and bar- 
gaining” of the market.'’ But nltimatelj business will be done at 
Ks. 2-8-0 per maund, at which price the demand and supply are equal: 
for, as we have seen, business cannot be done either at a higher or 
a lower price than that. 


R% 


In order to represent the above figures graphically, let 

us take OX for ; representing 
quantity of the commodity and 
OY for price. By plotting the 
points with the help of the given 
figures, demand curve DD' is 
drawn and the supply curve SS, 
constructed. They cut at P. 
Therefore, P is the price at 
which transactions take place. 
At PQ price, OQ quantity of 
the commodity is demanded and 
supplied. 

We conclude, therefore, that 
“in any market at any time the 
price will be so adjusted, through 
the competition of buyers and 
sellers, that the quantity demand- 
ed will be equal to the quantity 
offered at that price. . This 
Fig. 57 Showing the fixation of price. is called the “temporary equili- 

brium price” (Marshall) or the “equation price” (Mill). 

Relative Strength of Demand and Supply in Market Price 

Price, as we know, is determined by the relative strength of 



3Matshall, Economies of Industry. 

4Nicholson, Eltmtnis of Political Economy, p. 225; 
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demand and supply somewhere between the marginal utility and 
cost of production. But the question is : Which of these two 
forces exerts a more decisive influence in the determination of price 
in short period ? 

In short period the supply is fixed. For instance, on a parti- 
cular day at a particular time the supply of fish in the fish market is 
fixed, and cannot change in response to a change in price. But there 
is no Such fixity with regard to the demand for fish : demand, may 
increase or decrease. In the determination of the market price, the 
supply is a fixed and g’ven factor; it is the variations in demand which 
determine price. If demand rises, the price shoots up; while, if the 
demand decreases, the price falls. 

§ 3. LONG PERIOD OR NORMAL PRICE 

We shall next discuss the determination of price in the long 
period, A long period is the period in which the supply of a com- 
modity can be varied. The price ruling in the long period is called 
Long Period or Normal Price, 

Normal Price 

The market price of a commodity may vary from day to day 
and from time to time, but if we analyse such market fluctuations 
over a fairly long period, we will find a more or less constant price 
above and below which the market price tends to fluctuate. The 
price-level to which the market price tends to return repeatedly is the 
price prevailing in the long period and is called Long Period or Normal 
Price"*, As the normal price approximates cost price, it is also some- 
times defined as tht price which corresponds with the cost of production^. 

Determination of Normal Price 

' The normal price of a commodity is determined by the forces 
of demand and supply, as is the case in the short period. But here 
the cost of production plays the decisive role. For, if the normal price 
remains above it cost of production, profits will accrue; conse- 
quently, production will increase, new producers will be attracted to 
the industry while old producers will be impelled to increase their 

5 "Marker prices, that is, the prices at which goods ate actually sold from day 
to day, arc variable and irregular in their operation. ..But behind most market prices 
arc normal prices ^ which arc much less subject to changes. This is because the 
conditions of production arc more stable than the. market conditions under which 
goods arc bought and sold, and serve constantly to recall prices from the more or 
less violent fluctuations of the market.** — Scager. 

6 Also sec Moreland, An 208^9^^ 
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volume of production. The supply having thus increased, the price 
will fall. On the other hand, if the normal price is lower than the 
cost of production, reverse conditions will occur: - losses will 
begin to appear and production will be curtailed — some producers 
will withdraw and others will work for shorter period. These con- 
ditions will result in the reduction of the supply and so cause price 
to rise again. Thus for a given output, normal price must be equal 
to the expenses of production in the long period.'^ It is apparent, 
therefore, that in this case (normal) price tends to approximate the 
expenses of production. 

As the cost of production is the determining factor of normal 
price, the latter would vary according as the former changes. The 
change in the cost of production depends upon the laws of return. 


Normal value and Laws of Returns 


(i) If the article in question is produced under the law of dimi- 
nishing returns or increasing cost, the cost of production would increase if 
the demand increases and falls if the demand decreases. The normal 
price would fluctuate likewise. 


0 * 


In the adjoining figure DD' is the demand curve and SS' is the 

supply curre of a commodity pro- 
duced under the law of diminishing 
returns or increasing cost. The 
supply curve goes on rising, which 
shows that the increasing supplies 
will be forthcoming only at rising 
prices. 

These two curves meet at P. 
Hence PQ would be the normal 
price. Now if demand increases due 
to any causes, it would assume the 
position of the DfD'j curve. This 
curve cuts the SS' curve at P^. So 
the price would now increase ; it 
Conversely, if the demand falls, the demand 
This meets SS at P,. So 


0 
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Eig. 58, 

would become PjQ 

curve may assume the position of D^Dj'. 


the price corners down to Pj Qo. 


7 The expenses of production of diffetent firms differ. It may be asked, there- 
fore, which is the firm whose cost of production we are referring to above? It is 
the overage or the ''representative firm. Sec Marshall, Pr/w/p/er pp. 

342-24?. • Also Pigou, Etottomics of Welfare '. Some writers of test-^books state that it 
is the marginal' firm whose cost detei'mines nOimal price; But this is "wrong.- 
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Thus we sec that if the arti le in question is produced und r the Ian* 
of diminishing returns or .increasing cost, , tin normal price would rise if de- 
mand increases and would fall if demand decreases, 


(z) If the article ia- question is produced under the law of 
iucrdasing returns or diminishing cost, the cost of production would 
decrease if the demand increases and increase if the demand decreases. 
The normal price would fluctuate likewise. 


in the adjoining figure DD' is the demand curve; and SS' the 

supply curve of an article produced 
under the law of increasing returns or 
diminishing cost — the supply curve 
shows a descent, thus indicating a fall 
in cost as supply increases. The two 
curves meet at P, so that PQ is the 
normal price. 

Now let the demand increase, 'It 
now assumes the position of the D^Dj' 
curve. This meets the supply curve at 
Pj ; so that PfQi will be the normal 
price. The price thus decreases as a 
result of an increase in demand. 

Again if the demand falls, the de- 
mand curve will take the position of 
the DoD^’ curve. This meets the supply 

curve at P^; so that PgQo will be the normal price. The price thus 
increases as a result of a fall in demand. 



Thus we find that if the article in question is produced under the 
Ian’ of increasing returns or diminishing cost^ the normal price would fall 
if demand increases and rise if demand falls. 

(5) If the article in question is produced under the law of 
constant returns or fixed cost, the cost would remain the same irres- 
pective of an increase or decrease of price. The normal price would 
also remain fixed. 


Thus we observe that if the article in question is produced under the 
law of constant returns or cost the normal price remains the same irrespective 
^f^ mse or fall in demand. 

In the adjoining figure, DD' is the demand curve and SS' is 
the sunnlr rnrvc.of a commodity produced under the law of 
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const mt rfitums or cost. The 
supply curvens parallel to Ox 
axis, which shows that any 
quantity can be supplied at the 
same cost. 

The demand curve DD ' cuts 
the SS' at P so that PQ is the 
price. Now DiD^ shows an 
f increase iti demand ! which 
meets the supply curve at Pi; 
' and PiQi is the resulting price. 
) But PiQi is equal to PQ. Then 
again DoD'o shows a decrease 
in demand but here again the 
resulting price, P„Qj is equal 
to'PQ., 

t of Production 


The statement that the value of a commodity is normally equal 
to its cost of production, sometimes misleads students to suppose that 
since ‘it is the cost of production of a commodity which gives it its 
value, if there were no cost of production, there-would be no value’. 
Cost of production, it should be borne in mind, represents only the 
supply side of the equation of exchange, and does not concern itself 
with its demand side. But price is determined both by demand and 
supply. As such, the above statement is not quite correct. 


An article many have little, or no, cost of production but may 
be extremely valuable. Suppose you sec a diamond lying in a desert 
you are crossing. You lift it up. Its value is immense though its 
cost of production is negligible — you had simply to bend yourself 
and pick it up. Why ? Because the demand for diamonds is far 
greater than their supply. 

Again, an article may have high cost of production but little 
value. If somebody takes, into • hiS' head to construct a house in a 
desert, it will be a very costly project, indeed. But since few will 
like to live in the midst of a desert; its value will be very- little. Its 
cost is great but the demand for it is so small that its value is 
very low. 

. Price,, it should be remembered, is the function of. both, the 
demand and the supply. : ' . • , 

Market and Normal Price i , , 

■The diflfcrence -between market price and normal • price is 
• probably clear by this time. Market price is the price ruling at any 
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particular time; normal price is the price which rules in the long 
period. Normal price equals cost price ; market price /e/;Js to fee 
equal to the normal price and therefore, cost price. ‘ 

§ 4; RELATIONSHIP BETWEEN MARKET PRICE, NORMAL 
PRICE AND COST 

From the above discussion it is plain that there is a very close 
relationship between market price, cost and normal price. Nor- 
mal price is equal to the cost or money cost of production. 
And market price fluctuates round normal price ; it may var;^ from 
time to time but it cannot remain far away from the normal price 
for any considerable period. If it remains higher than normal price 
for long, unusual profits will begin to appear, production will in- 
crease in consequence, and, demand remaining the same, the market 
price will tend to fall. This movement will stop only when the 
market price comes close to the normal price and unusual profits 
cease to occur. Similar reasoning will show that the market price 
cannot remain below normal price for long. For, if this happens, 
unusual losses will begin to appear, production will shrink in con- 
sequence and demand remaining the same, market price will tend to 
rise. This upward movement will stop only when the market price 
comes close to the, normal price and unusual losses cease to occur. 
Thus the market price cannot diverge violently from the normal price 
for long ; it simply fluctuates just above and below the normal price 
and shortly returns towards it. 


Price m — 
f Market tee) 




^\.9Cearfrirp 


Fig. 61. Showing the rclationshipr between market price, 
normal price and cost price. 

Normal price, then, equals cost price ; and market price 
fluctuates around the normal or cost price, always showing tendency 
to equate the latter. The above diagram illustrates this point. 

§ 5. INFLUENCE OF UTILITY AND COST ON PRICE 

It is sometimes asked whether cost or utility governs price. As. 
a matter of fact, both determine price, in the short and Jong periods- 
alike. . In the short period, however, supply is fixed and demand 
varies ; therefore, demand (or marginal utility) exerts a more decisive 
influence. In short period, then; the price is determined by demand ' 
in relation to supply, or marginal utility in relation to’ cost. In 'the 
lo/ig period, cost is of supreme importance as shown above and 
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exerts a more decisive indueace. Hence normal price is determined 
by supply in relation to demand, or cost .in relation to utility. 

In connection with this controversy, Marshall very aptly obser- 
ves : “We might as reasonably dispute whether it is the upper or the 
under blade of a pair of scissors that cuts a piece'of paper, as: 
whether value is governed by utility or cost of produedon. It is 
true that when one blade is held still, and the cutting is effected by- 
moving the other, we may say with careless brevity that the cutting, 
is done by the second ; but the statement is not strictly accurate. 
In the same way, in short period, if a person chooses to take the stock, 
for granted and say that the ptke is governed by demand, his brevity 
may perhaps be excused so long as he does not claim strict accuracy. 
In the long period, similarly, if a person takes it for granted that 
there wi'l anyhow be enough demand for the commodity, he may 
be excused for ignoring the influence of demand, and speaking of 
(normal) price as governed by cost of production —provided only- 
he does not claim scientific accuracy. Thus we may conclude that,. 
as a general rule, the shorter the period which we are considering, the 
greater must be the share of our attention which is given to the 
influence of demand on value ; and the longer the period, the more 
important will be the influence of cost on value.”® 


§ 6. VALUE UNDER MONOPOLY^ 

We have discussed above the determination of value under 
perfect competition. Now we will study as to how value is deter- 
mined under monopoly. 

Meaning of Monopoly 


When there is only one seller in the market, such a condition 
is denoted by the term ‘monopoly'. Monopolist has fuircontrol 
over the market. He can sell his commodity at any price he likes. 
He alone has the control on the price ; hence be is called monopolist. 
A monopolist can certainly fix the price at which he will sell his. 
commodity ; but he cannot at the same time determine the amount of 
commodity that purchasers will buy. In fact, if he charges a high 
price, the demand for his commodity will be less ; and if he charges, 
a low price, the denmid for Jus commodity will .be, great. The price 
is certainly under the fuU cdhtrol of the monopolist ; but demand is 
not under his control. Demand is determined by purchasers. 


In practical life we do not .come across any case when a seller 
has 100% control on supply. The Brazilian Coffee Associatioa 


SMarshall; Prinaples^.oJ Bcotiomhj, ^pp. 348-350. 

9 This topic is included in Intermediate course in 
instance^ it is included in Patna, Nagpur anu Saucor 
in Ui P. and Jlajputana. 


some universities only. Fot 
universities ; but is excluded 
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dcterminatioa of ‘prices cannot be left to these two forces. A period 
of war .is an example. In war time, plenty of goods is sent to the 
various theatres of war ; and besides several factories and fields are 
destroyed. Hence goods for civilian consumption are scarce, that is 
their supply is less than the demand for them. Consequently, prices 
begin to rise. When prices rise beyond a certain extent, the public 
is hard hit. In particular, the salaried class getting fixed income 
finds in such a time that its purchasing power shrinks with every 
rise in prices. Hence the Government fixes prices of various commodi« 
tics by law. The fixation of prices by Government is known as 
Price Control ; and the prices thus fixed arc called Controlled Prices^ 
No businessman can sell at prices higher than controlled prices. 
Such a conduct will be illegal. 

When price control is enforced and goods are sold in the market 
at controlled prices, the market is called Fair J^'L2rAet» But if the 
supply of a commodity is very short, businessmen are tempted to 
realise ^morc than controlled prices from their customers ; and the 
buyers who are really needy have to pay such high prices. When a 
commodity is sold in a market at prices higher than the controlled 
price, such a market is called B/ack Markets The existence of a 
black market often' indicates that government administration is 
incapable of controlling powerful economic forces. 

Rationing 

When scarcity is acute and price control is found inadequate 
to keep down prices, the Government enforces rationing of articles. 
By rationing is meant the fixation of the quantity of an article 
that an individual can purchase during a given time (say, a week, 
a fortnight or a months He cannot purchase an article in a 
larger quantity. Rationing causes a little privation to everybody. 
But in its absence, the buyers will be able to secure the article only 
at very high prices. This will cause tremendous hardshjp parti- 
cularly to members of middle and poor classes. It will lead to 
reduced consumption, a fall in the standard of living and ultimately 
a reduction in productive 'efficiency. 

Price Level in India 

Price Control and Rationing were enforced in India during the 
period of World War II. But in spite of them prices continued to 
rise and people suffered greatly. The Government failed to enforce 
the controlled prices ; and black markets grew up everywhere. Once 
the businessmen got the taste of black market profits, they began to 
cause artificial scarcity — they would not supply goods even when they 
had stocks, and complain that they were not in stock and sell only at 
huge profits. Hence Gandhiji advised that price control and ration- 
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ang should be removed , and normal economic forces should be 
allowed to operate without hindrance. In the beginning’ this might: 
nesult in high prices but later the situation will tend to become* 
normal. The Government adopted this policy. This led to still furthert 
rise in prices. Therefore, the Government again brought price control 
and rationing in force. But this has not resulted in reduction in 
prices. In the whole history of India,, prices were never so high 
as they are today. 

The effect of high prices has varied from class to class. Rich 
persons have earned huge profits in black markets and are continu- 
ing to do so ; hence high prices have benefited them. But middle 
class persons have , suffered very' much, especially those who earn 
fixed salaries which remain more or less stable while prices rise. . 
With their fixed income, they are able to .purchase fewer articles ; 
and the standard of their living has very much fallen. • Cultivators 
are getting high prices for their produce ; and their cost has not 
increased proportionately. Hence they ate also happy. Factory 
workers are also suffering because while their wages have gone up, 
they have not increased so much as to dilute the rise in the. prices 
■of the commodities that they consume. 

§ 8. SPECULATION 

Speculation is a special form of trading which aims at deriving 
profits from differences in prices ruling at different times. A specu 
lator purchases goods when their prices are low ; and sells them 
after some time when the prices have sprung up high. For instance, 
•during the month of May, which is the crop-moving season for 
wheat, wheat begins to flow in mandis in large quantities and is sold 
•Rt low prices. Later on, after some time, the prices of wheat 
ihcrease. Speculators purchase wheat in May and sell it later on ait 
higher price thus earning profits. The time intervening between 
the purchase and sale of goods by speculators is usually consider- 
able. Speculation plays an important part in the determination of 
the prices of the staple commodities. 

The economic service performed by speculation is very great. 
When the supply of goods is large and the price is sagging 
low, speculators help to keep up the price by ma'<ing purchases. 
Again, when after some time the supply of goods is reduced and 
the price tends to shoot up sky-high, they help to keep down the 
price by offering goods for sale. Thus they greatly help in steady- 
ing the prices. The stabilisation of prices is a very useful factor 
inasmuch as it enables both producers and consumers to come to 
■definite and lasting conclusions without any- fear of their being upset 
by untoward price fluctuations. 
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In Older to be able to profit out of price differences, the specu- 
lator must have a clear insight into the working of demand and 
supply ; a good foresight regarding the future trend of demand, 
supply, fashion, etc.; and a good control on the human tendency 
to become reckless and rash. 

Speculation has, however, a tendency to deteriorate to an evil 
instrument. If it is reduced to pure gambling, the market may be 
flooded with artificial scarcity or artificial surplus of goods, baseless- 
rumours regarding demand and supply, cornering, gambling in 
necessities of life, and the tossing of the prices of staples here and 
there frequently and widely. Such wild speculation is often based 
on no knowledge of the future trends and is conducted with rash- 
ness and recklessness. That is why we often find instances of 
merchant princes and millionaires becoming paupers in no time and 
of paupers becoming millionaires almost overnight. It is because 
of this unwholesome feature that speculation (or saiteha^t as we 
call it in Hindi) is often looked down upon. To check these evils- 
thc Governments of various countries have attempted to control 
spcailation, though not with much success. 

riiST QUESTIONS 

1. Why should price be paid and charged for a commodity ? Explain fnlljv 

2. 'Demand and supply determine price*. Show how ? 

3. Distinguish betVeen cost of production and expenses of production.. 
Which enters into the determination of price 

4. Explain the meaning of market price and show how it h determined. 

5. Explain the meaning of normal price and explain its determination. 

6. Show the relationship between market price, normal price and cost 

price, 

7. ‘Utility and Cost, both determine Price.* Explain this statement with* 
tcfcfcnce to long and short period prices. 

S. Arc the following statements consistent : 

(n) Value is determined by cost. 

(r) Value is determined by demand and supply. 

*). 'A market price at which marginal cost and marginal utility do not coincide 
cjinnot p:rsifi\ Explain and illustrate. 

10. “If demand is doubled, the supply remaining the same, the price is- 
doubled ; and if the supply is doubled, the demand remaining the same, the price 
is tedured by otc-half *’ Do you agree? 

1 1. What it speculation ? What is its economic value ? 

12. What ii monopoly ? ilow value is fixed under it ? 

13. Write a note on “Price control and Rationing.* 
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EXAMINATION QUESTIONS 

\J. V, Xnl Atts, 

1. How is value determined under perfect competition ?, (1951) 

2. "'The price of a commodity tends largely to be governed by the conditions* 
of demand in the short period and the conditions of supply in the long period.*^ 
Examine the above statement and give examples. (1950) 

3. '*Thc value of any commodity cannot be permanently much above or 

below its expenses of production. Explain this statement fully. xl949X 

4. "Thtrp cannot be general rise or general fall in prices.” Explain and 
illustrate. (1947) 

5. What do you understand by the "normal price’ of a commodity ? How 
will an increase of demand, other things being equal, affect the normal price of a 
-commodity, the production of which obeys the law of increasing returns ? 
(I. A., 194tf> 

6. Wnat is meant by temporary equilibrium of demand and supply ? How 
does it differ from normal equilibrium of demand and supply ? What is the rela- 
tionship between the two ? Give examples to illustrate your answer. (I, A., 1945) 

7. Define market price and show bow it is determined. Why does it 
fluctuate so often. (I A, 1944) 

8. 'Market price of any commodity oscillates about its normal price I 
Explain this statement. (I. A., 1943) 


XJ. F. Inter, Com. • 

9. How is price of a commodity fixed in the market ? Discuss the equilibrium 
of demand and supply In the market and also illustrate it, (1951) 

10. "The value of a commodity cannot be permanently much above or 
below its cost of production,” Discuss this statement and illustrate it by means, 
of diagram. (1949) 

10 A. /'Demand and supply determine the market price,” Discuss how. 
(1946) 

11. Explain the difference between marginal a*nd total utilities. Which of 
• these helps in detetminifig price 1 State and explain. (I. Com., 1945) 

12. How is the market price of any commodity determined ? Explain clearly 
and illustrate your answer by m^ans of a diagram. (I. Com., 1944) 

13. Distinguish between Gambling and Speculation. Describe the economic 
effects of speculatipn." (1. Com., 1943) 

14. Distinguish between market price and normal price. Under what con~ 
ditions is the cost of production a dominant factor in the determination of price V 
(I. Com., 1942) 

U. P.Int. Ag. 

15. Explain when the price of commodity rises, its demand declines, 
(1948) 

16. What is value 7 How is it determined ? Explain the factors that become 
more dominant in the determination of short period and long period prices. 


Raj Int. Arts 

17. Explain fully the difference between "Normak value’ and 'Maikct value’ 
and point out the importance of time clement in the thcory-of value. (1949) 

18. Contrast economy of price supply with rationed supply. How is the 
latter justified ? (1948) 

• Explain the pal t played by marginal utility and marginal cost of produc* 

tion m the determination of (1) market price (2) normal price. (1944) 

demand, supply and price arc mutually dependent 
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44. Distinguish between ^Market Price* and ^Notmal Pricc’.» .How is value 

•detetmined in a long period market. (1946) , » 

^Sagar, Inter, Arts * . .. 

45, How is value of a commodity, determined under monopoly conditions ? 

Explain and illustrate. (1949) . ^ ' 

46, How the price . of^. a commodity is determined under competition. 

♦(1949 Supp.) . . ^ 

47. How is the price of a corhroodity determined under competitive condi- 
tions ? (1948) 

Sagar^ Inter. Com 

48, Show how rharket price is determined. What is the relationship between 
»Tnarket price and normal' price. (1950) 

49. Write a note on Cost of Production. (1950) 


Nagpur, Inter, Com. 

50. How is monopoly price determined ? Mention the commodities which 
arc sold at lowest possible price under monopoly conditions (1948) 

51. What is monopolv ? Docs a monopolist charge a price which brings 

him greatest sale or greatest profit ? Does he always charge this price ? (1947) 

52. Is the law of value under monopoly different from that under competi- 
tion ? If so, how ? (1949) 


Bombay, Int. Com. 

53. Explain with examples how value is determined in the short period and 
and in the long period. (1948) 


Poona, Inter. Arts. 


54, In what circumstances does monopoly arise ? 

How is monopoly price 

determined ? (1949) 
IPoona, Inter. Com, 



55. Distinguish between Market Price and Normal Price. (1949) 

56. Under what condition does a commodity command exchange value ? The“ 

following are the conditions of demand and supply of Fountain Pens : — 

No. of Pens 

Demand Price 

Supply Price 


per unit 

per unit . 


Rs. 

Ks, 

1,00,000 

29 

24 

1,50,000 

26 

22 

2,00,000 

23 

21 

2.50,000 

20 

20 

3,00,000 

18 

19 


What will be the price of Pens in the market under {a) competition, (h) mono- 
poly conditions ? What difference do you find between competitive, price and 
monopoly price ? ^ (1948) 

Nagpur, Inter. Arts 

57. How is the price of a commodity fixed under monopoly ? A publisher 
has prepared the following statement of demand and cost of pmduction of certain 
books: — 


Price 

Demand 

Cost of production 

Rs. 


. , pet copy 

Rs.' a'.' p.' 

10 

1,000 

9 0 0 

8 

2,000 • 

■ 1 8 0 

6 

3,000 

5 10 0 

4 

4,000 

3 12 0 

3 

5,000- 

2 12 0 

.2 

. . 8,000 

1 14 0 
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At wbat price would this book be sold ? (1949) 

Ttavancorc, Inter. 

58. Define ^'shott period’’ and ^riong period” and state the slftnificahcc of 
the distinction between the two in the theory of value. (8943) 

59. Write note on Equilibrium Price. (1949) 

60. What is equilibrium of demand and supply ? Explain with the help of 
an example that value under competition tends to be determined at the point or 
equilibrium of demand and supply^ Draw a diagram. (1948) 

61. What is monopoly ? Docs a monopolist chatgc a price which brings 
him greatest sale or greatest profit 7 Docs he always charge this price ? (1947) 

62. Give factors which determine the value of a commodity in a competitive 
market. Give illustrations, (1945) 

Panjab, Inter. 

63. How is the market price of the following commodities determined ; 
(a) fresh fruits, and (h) wheat ? (1951) 

64. What are the forces and factors that determine price 7 How arc pticcs 
related to the cost of production 7 (1950) 

65. How does the determination of market price differ from that of 
normal price 7^ (1949) 

66. Distinguish between perfect and imperfect market. What conditions 
help to nrakc the market perfect ? (1949) 

66. (<?) Plot the supply and demand cuivcs for a commodity from the date 
given below : 

{h) Find out the Normal Equilibrium Price of the commodity and the amount 
that will tend to be supplied at that price. 

(r) What would you expect to happen if the amount of the commodity- 
available in the market at any time is 675 maunds or 450 maunds. (Trace both the 
immediate and long period effects.) (1948) 


Price per md. 


Amount 

Demanded 


Amount 

Supplied 



5 


4 


3 


(mds) 

500 

550 

625 

750 

850 

95C 

1000 


(mds) 

800 

700 

650 

600 

575 

500 

400 


67. Explain the "advantages and disadvantages of free competition. (1949) 
Delhi, Higher Secondary 

68. What is a market 7 Explain how market price is determined 7 (1951) 

69. Write a note on Monopoly. (1950^ 


70. Value is determined by supply and demand; Do you agree with this 
view 7 Discuss fully. (1949) 

71. Briefly describe the chief advantages, of competition. When does 
competition lead to monopoly ? (1949) 

72. Define monopoly and show how monopoly value is determined (1951) 



CHAPTER 48 


• ■ - ' ■ MONEY 

"Kloijcy is die centie atwnd which economic science ciastets — Marshall 

Alter discussing the theory of value, which is the essence of 
E-xchat^e, we now pass on to the discussion of the vatious parts 
of E-KChange Mechanism. Let us first take ap the study of Monty, 

§ I. meaning of money and its fonctions, etc. 
and History of Money 

■Baiter, we learnt in Chapter 44, has three shortcomings, 
namely, the improbability of double coincidence of wants j the 
complexity of exchanges,- which are not made in terms of one 
single substance ; and the need of some means of dividing and dis- 
tributing valuable articles. To remove these defects men, at a 
very early stage, hit upon an intermediate commodity which began to 
be universally accepted in exchange for goods and services, which 
formed a basis for the measurement and comparison of the value 
of othet commodities and in which shape value could be sub-divi- 
ded. Such an intermediate commodity is known as Money. 

The actual form assumed by money since its origin, has bqsn 
extremely variable. In the modern communities, money is represent- 
ed by metallic coins and paper notes ; and we often suppose that 
money has only these two forms. This supposition is wrong as is 
proved by the history of early times when money existed in various 
other foims.^ In the hunting stage, furs and skins were employed 
as money. In the pastoral stage, the next higher stage of civiliza- 
tion, they were replaced by sheep and cattle. A passion for personal 
decoration being one of the most primitive and powerful instincts 
of the human race, ornaments also began to be circulated as money. 
In the agricultural stage, corn kowris, etc., were used for the 
purpose. Later on, articles like cofton cloth, salt, . etc., were 
tried. All of them were, however, fourid wanting in some respect 
or the other, and were finally replJTced' by gold and silver. The 
latest form of money is the paper money,, which is decidedly its 
most convenient and the most economical typei 


ISee Rideeway, The Orig,in of MeialUc Currmy a>id Weigh* Siondnrds ; Powers, 
The Tribes of California ; Pow.ell, Wanderings in a Wild Comity, etc.' 



456 


INTRODUCTION TO ECONOMICS 


Definition of Money 

\ 

Different writers have defined ‘money’ (or ‘currency’) in diffe- 
rent ways. It is defined sometimes narrpwly and at others broadly. 
In the narrow sense, money refers to metallic coins only. In the 
broad sense, money signifies each and. every form of the medium of 
exchange — metallic coins, currency notes, cheques and bills of 
exchange. Modern economists, however, steer the midway and define 
money as a commodify which is generally acceptable in final payment of 
dues. Ely defines money as “anything that passes freely from hand 
to hand as a medium of exchange and is generally received in final 
discharge of debts’’.^ According to this definition, money includes 
metallic money and paper notes. 

The student should also be aware of another term, namely, 
currency. Money and currency are interchangeable terms. All the 
things current as money constitute ‘Currency’. 

Diagram 62 on the next page illustrates the' meaning of the 
term mon.ey. The smallest circle represents money in the narrow 
sense ; the bigger circle, in the proper sense ; and the biggest circle, 
in the broad sense. 

According to this definition, cheques are not money. They are 
not legal tender and may not be accepted from persons little known 
or of doubtful credit. As such, they do not pass freely from hand 
to’^hand and are not money. The same is true of Hundis. Currency 
NoteSy on the other hand, are legal tender and ate usually issued by 
authorities of unimpeachable soundness. Consequently they are 
freely acceptable and are money. Pice are legal tender to the extent 
of Re. 1 only. They are not acceptable freely after that limit, partly 
because they lose their legal tender character and partly because 
they become inconvenient ; and consequently cease to be money after 
that point. 

Functions of Money 

Money performs four main functions^ which are as follows : 


2Kobcrtson defines money a commodity which is used to denote any- 
thing which is widely accepted finpaymenc for goods, or in discharge of other 
kinds of business obligation, R6^^Vson, Money. J. M. Keynes,, a very brilliant 
monetary economist, says, ''Money is that by the delivery of which debt contracts 
and price contracts are discharged and in the ‘shape of which general purchasing 
power is held”. — J. M. Keynes, Treatise on Money, Vol. 1, - 

3Money is a matter of functions four, 

A medium, a mcasute, a standard, a store. 
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Fig. 62 — Illustrating the scope of the term ^^Moncy/’^ 

[NOT E“Circlcs l-r2 constitute money] , ^ 

(i) Common Med:um of Exchange. The fundamental function of 
.•money is to act as a common medium of exchange. The significance 
of the word ‘medium’ is that it becomes an intermediate thing in the 
commerce between the producers and consumers of any and every 
article’. Goods instead of being exchanged directly for other goods, 
tas- under barter economy, are bought with and sold for money. 
Money thus becomes a universal tool for making exchanges. It is 
frfeely acceptable in exchange for all other commodities ; and its 
owner is able to get for it anything he likes without any inconveni- 
ence. This is the primary ' function of- money, other functions 
having been derived from it. It is essentially the Money Function. 
Whatever performs this function, is money. This function removes 
.the necessity of the double coincidence of wants, which is felt under 
the barter system. 

4Students may remembst the following : 

In iiarroK' sense, Moncy=Mctallic Money. 

In vide sense, Money=Metallic Mciney-pPapet 

Money-j-Bills of Exchange, Cheques, etc. 

-In proper stnsQ, Money=MetalHc,Moncy-j-Papei.JiIoney, . 

SWalker, Political F.ccnnmj, p. 122. 
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(• 2 ) A Common Measure of Value. The first function of money 
^as for its natural corollary the' second function, namely, to act as 
a common measure of value. When persons become used to ex- 
change all the things for one particular commodity (money), they 
begin to measure the values of all the.articles in the terms of latter 
alone. Just as we measure cloth in terms of yard and gold in terms 
of tolas, similarly we measure the value of all commodities in terms 
of money. Consequently all exchanges are calculated and adjusted 
by a comparison of the money values of the things exchanged. Money 
thus becomes a common measure of value. 

(3) Store of Value. The third function of money is to enable its 
owners to preserve value in this shape for a long period, without auy 
fear of loss.® Metallic money wears out very slowly and is an ideal 
store of value. * Paper notes do not fulfil this function very well. 

The storing of value ’in the form of gdods is not as conve- 
nient as in that of money, mainly because goods deteriorate through 
passage of time and their value fluctuates widely. Moreover, they 
occupy much space. Such difficulties do not arise in the case of 
money. Hence money has come to.be recognized as the best form 
in which value can be stored. If the owner of money were to 
suffer loss by not exchanging it at once, much of its usefulness will, 
indeed, be lost. 

(4) A Standard of Deferr d-Pajnjents. In the economic society 
of today, loans are daily given and taken and the repayment is 
deferred or postponed to a future date. In such cases, it is only just 
that the borrower should return to the lender the same value which 
he had borrowed. This is possible only if lendings and borrowings 
are carried on in terms of money whose value remains fairly stable ; 
and not in terms of other goods or services whose value is subject 
to wide and frequent fluctuations. Money thus becomes the measure 
by which the value of future payments is regulated. 

Money thus acts as a common medium of exchange^ a common measure 
of value y a store of value and a standard of deferred payments. 

Attributes of a Good Money Commodity 

The commodity of which moneyffs made has to be carefully 
selected so -that money -may fulfil its functions-fairly well. Anldeal 
money material should possess the following qualities' : 

( 1 ) L7/i7/^ or General Acceptability. General acceptability is 

6Whcn wc speak of value being stored in money, we do not imply that value 
is something intrinsic in money ; we mean that money is a durable thing and 
that it is always saleable — ^Turner, Introduction to Economes, p. 202. 

7Thc chief qualities arc Cogniscibility, Utility, Portability, Durability, Indes- 
tructibility, Stability, Horaogencuy. The first letters of these terms make 
"CUP, DISH”. By this formula, these attributes can be easily remembered. 
Malleability is another quality) which may be added in the end as the eighth 
attribute. 



MONET 


•459 


the very essence of money. ; Unless a person knows that the money 
which he accepts ,iri ekehaiige 'for his goods ^or' services, will be 
taken Mthout any objection others * as weU‘,' he will not accept 
it, /.e., it will cease tb be current. In ordef to possess general accept- 
•ability a commodity should Have some intrinsic utility independent 
■ of its value for monetary purposes.' Gold and silver are generally 
acceptable to all without any hesitation because they are for orna- 
mental and other purposes and can, be easily sold as bullion,® besides 
being used for monetary purposes. 

(2) Portability. A commodity fit .to be used as money must 
be such that it can be easily, and cheaply transported from one place 
to the other. In other words, it must possess high value in 'Small 
bulk. Precious metals possess this quality. In the case of oxen 
and grain, a' small value occupies a large bulk and weight ; hence 
they are unsuited as money commodity. 

( 3 ) Indestructibility or. Durability. As money is to be passed 
about, in trade and- kept, in reserve, it must not be subject to easy 
•deterioration, either in itself or • as a result of -wear and tear. "It 
must not - evaporate like alcoholj nor putrefy like animal substance, 
nor decay- like wood, nor rust like iron. Destructible articles, such 
as eggs, dried cod fish, cattle, or oil, have certainly been used as 
currency ; but what is treated as money one day must soon after- 
wards be eaten up.”® Gold .coins are very lasting ; each of them 
takes about 8,000 years to wear out completely. Silver coins are not 
equally lasting but wear out fairly slowly. As such gold and silver 
are considered to be excellent money commodities. 

\^)' Hor;!ogeneity. All portions or specimens of the substance 
used as 'money should be homogeneous, that is, of the same quality, 
•so that equal ; weights have exactly the same value. In ‘order that a 
commodity may be used as a measure of value, it' is essential that its 
units are similar in all' respects. Gold and silver are of the Same 
quality throughout ; their various parts are similar' in chemical and 
physical composition, . and their consistency is the same throughout 
•the mass.' ' . . : ' • . 


SSome students may think that jiaper, of which paper note is made, docs not 
.possess any utility independent bfits- value as money ; hence, it should not be 
jgcncrally acceptable. But in actual practice it is not exaaly so. It must be 
remembered by them that certain cash or gold resources or securities always back 
'the notes ; so that the intrinsic value of notes is to be measured by the resources 
X-backing- them. - - i \ . • 

'9W. Si jevons oj>.rtV.;pp. 36-37. • ; 
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(5) Divisibility. The money material should be capable of ' 
division; and the aggregate value of the mass after division should:, 
be almost exactly the same ,af . before. , - If jsve use diamond as money 
and perchance it drops from our hand and breakS;> we will suffer 
enormous loss. This is not the case with precious metals. Their 
portions can b.e melted and remelted together any number of times 
without much loss. 

(6) Mclkabilitj, The money material should be capable of 
being melted, beaten and given convenient shapes. It should be 
neither too hard nor too soft. If the former, it cannot be easily 
coined : if the latter, it would not last long. It should also possess- 
the attribute of impressionability so that it may easily receive the 
impressions. 

(7) Cogniscibility, By it we mean 'the capability of a substance 
for being easily recognised and distinguished from all other subs- 
tances. As a medium of exchange, money has to be continually 
handed about and it will cause great inconvenience if every person^ 
receiving it were to scrutinize, weigh and test it. It should have 
certain distinct marks which nobody can mistake. Gold and silver 
are at once' recognized . by their distinctive colour, metallic ring and 
heavy weight for small bulk, and, as such, satisfy -this condition. 
admirably. 

(8) Stahiliiy of Value. Money should not be subjec* to fluctua- 
tions in value. Fluctuating standard of value is just Tike a changing 
yard or seer. The value of a material which is used to measure the. 
value of all the other materials, must be stable. 

People employ money as a standard of value for long period! 
contracts ; and they often pay as much money as they had borrowed, 
after some time. Hence a change in. the value of money over a long 
period inflicts injury o;} some sections of society. Fluctuations in 
the value of money at any particular time are also injurious. . If a. 
labourer, who has earned eight annas today to be spent tomorrow,, 
finds in the meantime Tts value (that is, purchasing power) reduced 
by half, he would 'suffer seripus loss. . . . . 

The value of gold remains, more or less, stable as its yearly- 
output is small compared with the great quantity already in existence.. 
But the value of silver is not so stable. In recent years, however, 
the value of gold has been fluctuating seriously. 

The ideal money commodity shouldy as sticky possess utility^ portability^, 
durability^ homogeneity^ divisibility^ malleabiliiyy cogniscibility and stabilit'^^ 
of value. ' * 

Gold and silver known together as precious metals, possess; 
all these qualities and therefore, universally used for coining 
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purposes. Brass, copper, nickel, etc., arc used for coining small 
coins, because if made of prewous metals they ■would be too small 
and microscopic. , ■ 

. Classifi cation ,of -Money 

{A) M,etaUic and Paper Motley^ Money may be classified into* 
■two simple classes : (i) The money printed on, or made of, metal, 
is called metallic money. It has an intrinsic value independent of 
its monetary value and ( 2 ) The money printed on paper, called paper 
money, e. g., the Reserve Bank Note. It has no intrinsic value other 
than its value as a monetary unit.^® 

{B) Urnitei and Unlimited hegal Tender. Money is aWays legal 
tender but the extent to which it is legal tender differs. The degree 
of its legal tender character may, therefore, be regarded as another' 
standpoint of its classification. 

By legal tender is denoted the money which a creditor is, by- 
law, bound to accept in discharge of debts. A refusal on the part 
of the creditor to accept it as such, amounts to a legal offence punish- 
able by law. According to our definition of money, a commodity 
called money must be generally acceptable. This can happen only if 
it'is legal .tender Hence money is always legal tender ; and anything, 
which is legal tender is money. A commodity which is not legal 
tender cannot be regarded as money.’ 

Money may be limited legal tender or unlimited legal tender. 
The unlimited legal tender is the money which can be legally tender- 
ed or given by the debtor to his creditor to any extent whatsoever. 
In India rupees and eight-anna' bits are unlimited legal tender ; so- 
also are the Reserve Bank notes. Limited legal tender, on the other 
hand, is the money which is tenderable only upto a limited extent. 
In our country four-.arina, two-anna and one-anna pieces and pice and 
pies are limited legal Ttender. 

Importance of Money 

/ Money has,, always been held in high esteem and the influence 
of 'pecuniary calculus .upon ethical standards has been very definite^ 
As Horace wrote — . ■ • 

, All things human and divine, renown. 

Honour .and jworth, at money’s shrine- go .down. 

Pope similarly writes — 

There London’s voice, get money, money still, 

And then let virtue follow if she will. 

lOBut ,wc may regard tbc reserve , behind it is representing its intrinsic -worttr 
as 5ata, above, ■ . . . 
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Prof. Davenport gives the following impressive description 
of the social importance of money ;• . More and^ more human efforts, 
human interests* and desires and ambitions fall under. the common 
denomination of money. Health is easier for him who has the 
wherewithal to pay for goods, foods and medicines,' to travel ' and 
•employ good nursing and to command capable physicians and efficient 
surgeons. And in their degree also, love and .pity, respect and 
peace are bought and sold upon the market. . All economic com- 
parisons arc made in money terms, not in terms, of beauty or of 
artistic merit or of moral deserving. 

The economic importance of money eclipses its social impor- 
tance. A chemist has his delicate balance for measurement, the 
physicist has his finely graduated ruler ; the economist similarly 
employs money as a rough measure. The whole economic science 
is based on money ; economic motives and activities are measured 
by it. 

While studying Consumption, we had to take the help of 
money at every stage. We arranged the items of our expenditure 
in order of their utility which is measured with the measuring rod 
of money. The urgency of our wants, the satisfaction derived from 
the consumption of a commodity and such other motives are measur- 
ed by money. 

Production is greatly facilitated by the use of money. The 
modern large-scale production is based on division of labour, which, 
in its turn, is the gift of the introduction of money. ’ 

Under Exchange, the importance of money shows itself most 
prominently. The old barter economy was characterized by serious 
shortcomings, to remove which men had to hit upon a universal 
^‘go between” in exchange of commodities. Nowadays almost, all 
the transactions are carried on in terms of money. 

0 

Money plays an important role in the distribution of wealth 
and income of a group of cd-operative agents of .production. The 
share of various agents is determined and paid in terms of money. 
The distribution of social energy amongst the various forms of enter- 
prises takes place through the medium of money. Whenever any 
business shows high profits, people begin to invest money id it. 

Indeed, in every phase of Economics, money makes its ap^)ear- 
ance with superb prominence. Economic science, Marshall aptly 
xemarks, clusters round money. ‘ 

§ 2. METALLIC MONEY 

<^oins‘ 

In modern times, metallic money takes the shape of coins. In 
primitive days, precious metals in their rude and uncoined form were 



MONEY 


:,4^5- 


■used for this purpose. This was ,yefy,, inconvenient ; money : had to 
be weighed and assayed each time ah exchange- was effected. Hence, 
the system of shaped pieces of the metal, whose weight and fineness 
were certified by a mark or stamp, came into vogue. This' form of 
money, however, was open to . clipping, (i. e., cutting away of the 
small particles of the metals) and abrasion (/. e., the practice of put- 
ting a large number of coins into a bag and shaking it so as to remove 
small fragments of . the metal); The next stage, therefore, was 
marked by the advent of the coin, a piea of metal of particular shape 
bearing a seal of a certain weight and fineness. After some time the 
edges of these coins began to the milled and impressed with a com- 
plex and artistic design so as to make counterfeiting difficult. Thus 
the modern coin came into being. Coins have been defined as ingots 
of which the tveight and fimness are certified by the integrity of design im- 
pressed upon the surf cues of the mefal.^^ 

The best form of coins is one whose design takes into considera- 
tion the following four points : (i) the prevention of counterfeiting ; 
(a) the prevention of the fraudulent removal of metal from the 
icoin ; (3) the rMuction of the loss of metal by legitimate wear and 
tear ; and ■ (4) the making of the coin an artistic and historical 
monument of the state issuing it and the people using it. 

The art and practice of making coins is known as coinage. In 
the modern society it is the function of the State. The place where 
coins are made is called a mint. 

Free and Limited Coinage 

Coinage may h&free or limited. If mints are made open to the 
public, i.e., if the public has the privilege and right (or is free) to 
take metal to the mint and get it converted into coins of the realm, 
the system is called yrife Before September i93i, when the 

United Kingdoth was on gold standard, there was free coinage system 
in that country. In India mints were closed to the public in r893 
and since then they have njcver been opened to it. 

/ftic Government Mint may or may not charge something for 
minting coin$i When the Government reserves the right of making 
■coins, so that no member of the public is allowed to take metal to 
the taint and get 'it converted into coins, the system is called the 
limited coinage. In India since i895 and in the United Kingdom since 
i93i, limited coinage system is in force.'^ 

IIW. S. Jerons, Money ani the Mechanism of Exchmige, p. 57. 

12Students should not . confuse between Ugai tender zod limilt& 
.coinage. . ^ 
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Gratuitous Coinage, Brassage and Seigniorage 

Free coinage does not necessarily mean that the state xonverts- 
metal into coins free of any charge. It may or may not do so. 
When it does not make any such charge, the coinage is said to be\ 
graimous. Where the Government levies a charge for coinage just 
equal to the cost of minting the coins ; the charge is called mintage 
.or brassage. If the Government charges something over and above 
• the cost of minting, the additional .charge so made is called Seign- 
iorage?^ 

lllusiraiion. Suppose there is free coinage in any particular* 
country. If you give one ounce of gold and get it converted into 
coins free of charge, the coinage is gratuitous. But if the cost 
of minting is i per cent and the minting charges have to be paid- 
to this extent, then i per cent charge is the brassage or mintage. 
If the State charges 5 per cent in place of i per cent for minting,. 
z per cent additional charge is seigniorage. 

These three systems of coinage are to be found only in case 
of free coinage and not in the case of limited coinage. The follow- 
.ing chart gives the consequential four systems of coinage : 


r 

Free 


Without any payment 
Gratuitous (i) 

; - ^ 

Brassage ( 2 ) 

.Debasement 

The reduction of the* weight, or fineness, or both, of the .metaf 
contained in a coin is called debasement. Debasement through 
t^ie reduction in the fineness of metal can generally be practised' 
only by the Government, Weight can be reduced by others as. 
well. The following arc the chief methods adopted for this pur- 
pose : 


13Whcn the Government makes a profit out of the coinage by fixing a low 
legal tender, the amount taken in addition to the cost of coinage is called seignior- 
age — Penson, op, dt,^ P. I., pp. 122-123. 

14It has sometimes happened, as in Tudor times, that the Sovereign 
hsa issued money containing less than the standard amount of precious metal. 


Coinage 


'Limited (4) 


'1 


With payment 


T — 'I 

Brassage and 
Seigniorage (5) 



MONEY 


465 . 


. (i) Clippings i. e.i the cutting away of small -portions"from‘ the 
•edges of the coins. . 

(a) Sweating, i.e„ the leduction of the quantity of the metal in 
the coin by the action of corrosive chemicals. 

(3) Abrasion /,e., the practice of shaking up the coins in, a bag 
•and then by removing minute particles of the metal. 

Standard and Token Coins 

A standard coin is one whose face value is equal to its intrinsic 
walue. It is the principal money of the realm, is unlimited legal 
ttender and is subject to free coinage. Since its face value and in- 
itrinsic value are the same, it is also called the ^fall-bodied coin’. 

A roken coin, on the other hand, is the one whose face value 
•is greater than its intrinsic value. It is the subsidiary money, is 
•limited legal tender and is subject to limited coinage. Token coins 
:are variously styled as the fiat coins or money since their value depends, 
not on their intrinsic worth, but on the order of the State. 

The following table shows the difference between standard 
:and token coins : 


This difference between the standard and real value is called debasement. 

C...i 

. E 




G 


G‘ 



B 



Let AC— Nominal value of the coin. 

-A^^Legal amount of metal in the coin. 
AG— Actual amount of metal in the coin. 
CE=rCost of minting the coin. 

Then CE=Brass^e; 

ED’^Seigniorage. 

DG^Debasment. 


{Jbsd, p. 123 ) 
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Standard Coins 

Token Coins 

I. They arc the principal 

1 . They arc the subsidiary 

■ ' money. 

money. 

a. Their face value is equal to 

z. Face value exceeds in- 

intrinsic value. 

trinsic value. 

3. They are unlimited legal 

3. They are limited legal 

tender. ' ' 

tender. 

4. They arc open to free coin- 

4. They are open to limited 

age. 

coinage. 

i 


Before September i93i, the gold sovereign in the United King- 
dom was the standard coin of that country. But in Sept. i93i she 
went off gold, and paper-pound sterling replaced the gold, 
sovereign. In India, there is no standard coin in the strict sense of 
the term. Our principal coin is the rupee which is standard money 
in so far as it is the principal money of the realm and is unlimited, 
legal tender ; and also token money inasmuch as its face value is- 
greater than its intrinsic value, and it is subject to limited coinage. 
Because of its hybrid character, it has been well styled as the ^^token 
sfandareV^ Some economists, however, like to call it f/^e standard^ 
money of India for “as long as the main currency is in rupees, all 
contracts arc made and taxes calculated in rupees, and rupees arc the: 
legal tender to any amount, the rupee is really the standard.*^ 

§ 3. PAPER MONEY 

In the modern State, we find considerable quantity of paper 
money circulating side by side with metallic money. The term paper* 
money refers to Government or Bank notes which pass freely from, 
hand to hand. Cheques and bills of exchange are not included in. 
paper money. 

The real nature of paper money was well expressed by Ricardo* 
when he said that the whole charge for paper money may be con- 
sidered as seigniorage. Though it has no intrinsic value, yet by- 
limiting its quantity its value in exchange is made as great as an equal 
denomination of coin or of bullion in that coin. It is not necessary 
that paper money should be payable in metallic coins to. secure its- 
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value ; it is only necessary that , its quantity should be regulated: 
■ according to the value of the metal , which is declared to be the 
standard. 

Advantages of Paper Money 

Paper money is becoming increasingly more popular because of 
the many advantages that it possesses : (i) It is very light and handy 
and, therefore, catt he easily and cheaply carried over long distances. This 
advantage becomes marked, when large sums have to be paid to 
somebody far away, fa) T? Is very economical. The cost of maWng it 
is very small. A sheet of paper and a printing press enabled the 
Government to print money worth lacs and crores of rupees. 
Compare it with the great cost involved in digging the metal, trans- 
porting it to the mint and coining it, which the metallic money 
necessarily involves. . (3) It contains a very large value in a small 
volume. (4) In times of national emergency and financial stringency, the 
Government need not find itself handicapped by lack of money 
material. It can set the printing press to work and print as much 
money as it likes. 

Disadvantages of Paper Money 

Paper money suffers from two main demerits : (i) The Govern-, 
ment, if they so wish, may go on printing notes to such an extent 
that their value goes down drastically. This, however, • can be 
checked if the issue of paper is kept under the control of a Central 
or Reserve Bank independent of the undue Government influence. 
( 2 ) -Because of its zero ^intrinsic value, its circulation is considerably 
restricted. This fear, however, has proved to be false. Even in a 
country like India where the majority of the people ate ignorant and 
suspicious, paper :money is quite popular and is used in the normal 
course of - things. So long as the credit of the issuing authority is 
unimpeachable and its word as good as gold, there need not be any 
restriction to its circulation. 

Convertible and Inconvertible Paper Money 

Comertihle of Kedeemahle Paper money. Paper money may be 
convertible or inconvertible. It is convertible when it can be 
converted into standard metallic money of the land on demand. 
For instance, the Reserve Bank notes bear- the promise to pay the 
bearer on demand the sum of a certain number of rupees at any office 
of issue, a promise which is always fulfilled. The Reserve Bank 
notes are, as such, convertible. 

In order to guarantee this convertibility, the issuing authority 
keeps a certain amount of bullion and metallic coins in "rerem”. 
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All tbc notes* are- not simultaneously presented ' for encasbtncht; 
'The issuing authority knows by experience the percentage of the^ 
total notes which are presented for the purpose any particular 
time. It keeps the same percenta e of bullion and coins' in reserve. 
The portion of the total notes issued, which isxovcred with the 
‘‘reserve", is known as Covered Issne^ the rest being caMcd-Uncoyered or 
Fiduciary Issue. 

,If a 100% reserve is kept behind paper money, it is then called 
Kepyesentative Money. But such money is not of great* advantage 
•since real advantage of paper money lies in the economy of precious 
metals. 

Incofwertibh or Irredeefuabh Paper Money. Inconvertible notes 
are’ not converted into standard metallic money by the' issuing 
authority. Even then they may circulate by the sheer force of the 
.authority of the Government. Hence, they are sometimes called 
Fiaf Money. 

If the quality of the inconvertible paper money does not exceed 
the legitimate business and industrial requirements, ^ there is no 
reason why they should not function efficiently. But, unfortunately, 
the issuing authorities begin to misuse their power and issue money 
•in unlimited quantity, so much so that the notes become almost 
worthless paper. This happened in many European countries during 
•the last Great War. For example, the value of the German Reichs- 
mark deteriorated so much that it became less than the value of the 
3paper on which it was printed. Greenbacks in America during the 
American Civil War and French Assignats during the French Revolu- 
uon are other examples of inconvertible paper money. During the 
present war, the Government of India have also issued one-rupee 
notes which are inconvertible. 

TEST QUESTIONS 

1. Trace the origin of money. Have precious metals always been used as 
money ? 

2. Define money. Discuss the broad and narrow definitions of this term. 
Arc Hundisand Cheques included in money ? 

3. Discuss the functions of money as clearly as possible. 

4. Describe the attribtitcs of a good money material. 

5. What do you mean by legal tender ? Distinguish between limited and 
unlimited legal tender money." Give examples. 

6. What is the social and economic importance of money. ’Distinguish 
between metallic and non-mctallic money. 

7. What is a coin ? What do you understand by free and limited coinage ? 

8. Define the terms gratuitous coinage, brassage and seigniorage. 

9. Explain debasement. What do you understand by standard and token 
<ojns ? 

10. Discuss the nature of money and show its advantages and disadvantage*. 
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11. Write explanatory notes oa coavetdble and inconvertible paper money. 
What is fiat money 1 
U. R Int. Arcs. 

EXAMINATION QUESTIONS 

1. What arc the advantages and disadvantages of the use of Paper Money ? 
Discuss the dangers of over-issue. (195!) 

2. Write note on Standard and Token coin. ^951) 

3. What arc the advantages of the use of cheques? Ace they money 1 
(1950) 

4. Write notes on Appreciation and Depreciation. (1948) 

5/ Write shott notes on standard and token coins, and on mflation. (1947) 

U, P. Board 

6. Distinguish and explain the principal forms of paper money. Indicate the 
advantages of a good system of paper money. (1. A., 1946) 

, 7. What is a com ? Where is it made ? How does the system of coinage ia 
England differ from that of India (in normal times) ? (I. A., 1945) 

8. Explain (he meaning of the term riegal tender’. What functions , does 
money perform ? (L A,, 1944) 

9. Wftat IS meant by the term 'money’ ? Describe briefly the qualities 
which a commodity should possess in order to serve as money. (I. A., 1943) 

10. Define money and explain its functions fully. (I. A., 19 12) 

11. What are the advantages of paper, money ? How is its convertibility 
maintained in India ? {L A., 1943) 

U. P. Int. Com. 

12. Describe the various functions of money, (1950) 

13. Writea short note on Standard and Token coins. (1950) 

14. Write a short note on Covered and Fiduciary issue of notes, (1949) • 

15. What are the advantages of paper money. Is it possible to replace 
metallic money entirely by paper money ? (1948-1941) 

16. What is standard coin ? Is the rupee a standard coin ? Explain the 
present position of the rupee. (1947) 

U, P., Int. Agr. 

17. Write a shott note on money. (1951) 

18. Write a short note on paper money. (1950) 

Ra}. Int. Arts. 

19. Describe briefly the chief functions of money and point out the reasons 
foe the- general acceptability of the precious metals for being used as money, (1949) 

20. Indicate the reasons for the use of gold as support for the currency system 
of a country. How does this apply to our country ? (1948) 

21. Carefully define money according to your definition. Will the following 
come under the category of money ; [a) a lump of gold, (b) a pice (c) onc-rupcc 
note, (d} a diamond, (e) wheat ? (1944) 

22. Write notes on (a) Dangers of inconvertible paper money, (1?) legal 
tender, free coinage, fiduciary money, (1944) 
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23. (a) Carefully explain whether there can be any difference between the 
legal value of a rupee and its intrinsic value if there is free coinage and people 
are allowed t j melt the coin. (/^) What is legal tender? Give illustration frotn 
Indian currency, (1943) t 

24. What is meant by depreciation of money ? How will depreciation of 
money affect different classes of people in India ? (1942) 

25. Define ^money*. In the light of your definition explain whether cheques 
ate money. What arc the advantages of cheques. ? (1941) 

26. Distinguish between standard money and token money. Discuss 
whether the rupee in India is standard money ot token money.? (1941) 

27. What is standard money and tok<*n money ? Is the rupee in India 
standard money or token money 1 Give reasons for your answer. (1940) 

Raj. Int, Com. 

28. Distinguish and explain the principal forms of paper money. Indicate 
the advantages of a good system of paper money. (1949) 

29. Explain the functions of money. Why has money exchange replaced 
barter ? (1948) 

30. Define money and explain its essential characteristics. (1947) 

3L Write a note on Legal Tender. (1947) 

32. Distinguish and explain the principal forms of paper money. Indicate 
the advantages of a good system of paper money. (1946) 

Patna. Int, Arts. 

33. Define money. What are its functions ? (1949 S) 

34. Define money. What ate the difficulties of Barter ? (1948 A) 

35. What are the different kinds of money you see and what arc the special 
advantages of each over the other forms of money ? (1948 S) 

36. What arc the different kinds of medium of exchange we use and what 
arc the special advantages of each ? (1946 S) 

Patna Int. Com. 

37. What are the different kinds of money used by a modern community ? 
(1949 S) 

38. What do you mean by 'Rate of Exchange’ 7 ShouM it remain stable ? 
(1949 S) 

39. Write a note on inconvertible paper money. (1949 S) 

Patna Int. Com. 

^0. What is meant by inconvertible paper currency ? Is there any advan- 
tage in keeping paper currency convertible ? (1948 S) 

41. What arc the different kinds of money used in India 7 What advan- 
tages do we get by using these different kinds of money instead of only one 
kind, say, the rupee coin.? (1947 S) 

Banaras Int. Arts. 

{1948)^* * Slate and explain the various functions of money, 

43, Distinguish and explain the various forms of paper money. Indicate 
the advantages of a good system of paper money. (1947) 

44. Write a note on Importance of money, (1946) 
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Sagat Int. Arts, 

45. Explain the essential qualities of a good money material. (1950) 

46. Define money. What are the functions of money ? (1949) ^ 

47. Explain different kinds of paper money. (1949) 

48. Desetibe the various systems of note issue. (1949 Supp.) 

49. What xre the essential qualities of a good money material ? (1949 Supp.) 

50. Write notes on : — 

(<j) Standard and Token coin, 

(^f) Convertible and inconvertible paper currency, 

U) Fixed fiduciary system of paper money. (1948) 

Nagpur Int. Arts 

51. What are coins ? In what respects do token coins differ from standard 
coins ? Illustrate. (1949) 

52. Clearly explain bow convertible paper money secures economy in 
precious metal : Describe the paper currency system now prevailing in India. 
(1948) 

53. Write note on Gold as an ideal money material ? (1948) 

54. Explain clearly tbe difference between {a) Standard and token corns, 
(If) Good and bad money. (1947) 

Nagpur Int, Com. 

55. Explain dearly the difference between, 

(tf) Standard and token coins. 

(b) Good and bad money. (1947) 

56. What are the qualities that a good money material must possess ? 
Explain what you understand by standard and token coin. (1946) 

57. Write a short note on inconvertible paper money. (1946) 

Travancore Int. 

58 Define money , Discuss in the light of your definition whether the 
following should be regarded as money : (a) An old Arcot rupee, (b) a Defence 
certificate for Rs. 10. (c) a five-tola gold bar ; (</) one-rupee postal stamp. ( 1943) 

59. (^ 2 ) ^^Distinguish between ^^frcc coinage’’ and ^'gratuitus coinage” 

(h) What do you mean by mint par of exchange and "gold” points ? In 
wbat circumstances does the exchange rate go btyond the gold points, (1943) 

Panjab Inter. 

60. What is money? What arc the functions of money 1 (1951) 

61. Under what conditions does money cease to perform its proper func- 
tions I Did such a situation ever arise in India ? (1949) 

62. Define money and show bow money economy makes an advance over 
the system of barter. Also mention the conditions under which money may be- 
come a source of embarrassment to the community. (1948) 

Delhi, Higher Secondary 

63. Discuss the advantages and disadvantages of paper money. (1950) 

d (1950^ money, (b) paper money and (c) legal 

65. Define money and explain briefly its chief functions. (1948) 

66, Write short notes on token coins, legal tender and seigniorage. (1951 
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STANDARDS, VALUE OF MONEY AND 
GRBSMAM»S LAW 

Jcvons certainly, nnd Edgeworth and Dr. Doudry probably, have also 
pursued something distinct from purchasing power of money, something which 
naS to do with what they tniglu describe as the value of money as such or, as 
Cournot called it, the itifrittjtr raltie of rnofifj. This is \vill-o-’thc \vi$p, n riiclc 
squaring expedition which has given an elusive taint, difficult to touch or catch, 
to the treatment of the Theory of Price Index Numbers tradition in England. — 
/. Af. Knves, 


In the preceding chapter we discussed some elementary facts 
about money. Now we shall study the following monetary problems 
of an advanced nature: (1) Monetary Standards; ( 2 ) Value of 
Money; and (3) Gresham’s Law. Gold Standard and Quantity 
Theory of Money have been treated in Appendices to this Chapter. 

§ I. MONETAKY STANDARD 

Definition of a Monetary Standard 

The way in which the currency sytem of a country is controlled 
has vital effects on its economy. As such, the currency system 
should be controlled with a view to fulfil certain objective or stan- 
•dard calculated to maximise the welfare of the nation. Such an 
objective is known as Monetary or Currency Standard, The monetary 
standard has been defined as the standard or obiect ivifh refere-ice to ivhich 
the value of a currency unit is regulated^. 

In recent times a large number of standards has been devised 
and practised and serious attempts have been made to achieve nicety, 
precision and efficiency in currency management. The important 
types of monetary standards are Monometallism, Bimetallism and 
Limping Bimetallism. 

Monometat lis m 

A system of currency in which only one metal is used for the* 
coinage of the standard or principal money is termed monometallism ; 
and the country having it is said to be a monometallist country. 
The metal used for this purpose is either gold or silver. No other 
metal has been found to be suitable for this purpose. 

IB. R. A Classification of Curretuy Standards in the Indian 

Journal of Econowics, October* 1936, is insiructive in this connexion. 
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(ej) Gold Standard. The monometallic standard in which gold 
is used for the coinage of standard money is known as Gold Standard. 
This has been the most popular monetary standard in the world in 
recent times, England was on gold standard till September i95i, 
but during that month, she gave up this standard or she went ojf gold 
as the phrase goes. The reader is referred to Appendix I to this 
chapter for a fuller discussion of the gold standard. 

(b) Silver Standard, The monometallic standard in which 
silver is used for the coinage of standard money is known as Silver 
Standard. This standard is subject to capricious and wide fluctuations 
because of the enormous quantity of silver mined each year. As 
such, it has been practically abandoned over a major part of the world. 
China which clung to silver for a very long time eventually gave it 
up, and Hong Kong, followed its lead, also abandoned it later. 
China left .the silver standard on November 3, j 935 and Hong Kong, 
five days later. 

Bimetallism 

Under bimetallism, two metals, usually gold and siver, are 
simultaneously used for the coinage of the s'andard money. Both- 
gold and silver coins are unlimited legal tender and the mint is open 
to both the metals. Both are minted alike into coins of similar 
names and denominations. The coins of one metal are convertible 
into the coins of another metal at a fixed rate. The essentials of 
bimetallism are : the existence of two kinds of standard money of 
two different metals ; the opening of the mint for both of them 
which are unlimited legal tender ; and the inter-convertibility of 
both of them at a fixed rate. 

Bimetallism was once adopted in several countries of the 
world, but it was soon abandoned by them because, a fixed ratio 
between the value of the two coins could not be maintained. If the 
supply of silver increased considerably, it became cheaper in' terms of 
' gold : one gold coin began to command more than the fixed number 
of silver coins. If the quantity of gold, on the other hand, increased 
appreciably, which was a rare occurrence, opposite results followed. 
On such occasions Gresham’s Law^ operated and bad money tended 
to drive good money out of circulation ^ 


2Sec Section 3 below* 

3The chief srgmmUsoJ hi-mtiaVisis are : (a) that the joint production of both 
nactals would not vary so m jch as that of either of them ; {h) that ihe dual system 
would tend to steady prices ; and (r) that the supply of gold is.insuffident for the 
currency acquirements of all the countries of the woild if universal monometallism 
were adopted. These arguments have not outweighed the following proved 
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The system was adopted by France in i8o5 with the express 
purpose of preventing the country from a shortage of money in ease 
the supply of one metal was drastically curtailed. What happened 
in actual practice was that the metal whose supply was increasing 
considerably and which was, therefore, cheaper of the two, alone 
remained in circulation ; so that practically there was monometal- 
lism at any particular time. Thus as between i8o3 and i87o, for 
about fifty years, Fran:c had a silver standard and for twenty-seven 
years, gold standard. France abandoned bimetallism in i87o. 

The Limping Standard 

The limping standard, or the limping bimetallism, is a partial 
form of bimetallism. Under the limping standard two metals, 
usually gold and silver, arc unlimited legal tender but only one of 
them, invariably gold, is open to free coinage. This system existed 
in the United States of America and France before the Great War 
of i9i4-i8. 


§ a. VALUE OF MONEY AND ITS FLUCTUATIONS 

Meaning of the Value of Money 

Just as the value of all the commodities and services is mea- 
sured in terms of money, similarly the value of money is measured 
in terms of goods and services in general. By value of money econo- 
mists mean the amount of goods and services in general^ ont, 

unit of money can purchase ; in other words, its general purchasing 
power. 

Value of Money and General Price Level 

The amount of goods and services in general which one \init of 
money can purchase has been called above the value of money. The 
money price of one unit of and commodities in general is called 
the General Price 'Level. 


Htsadiantages bimetallic system : (tf) the great difficulty of maintaining the 

mint ratio between the metals in face of constant fluctuations in the market ratio ; 

the operation of Gresham’s Law in driving from circulation the underrated 
metal as soon as the Market prices diverge from the mine ratio, resulting in an alter- 
nating coinage of gold and silver. 

4 **Goods and semces in general*^ is not very expressive. It refers to that group 
of commodities and services which represents the entire mass of commodities and 
services, flChis is called the ''representative datum.” The value of money is mea- 
sured in terms of this composite mass. 

. J M. Keynes, however, maintajns that the concepts of goads and sendees in 
getieral** and its counterpart Genital Price L«v/” are unreal myths. See Keynes, 
A Treatise on Money, Volume 1, Chapter VI. 
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General Price Level varies inversely with the value of money : 
f one rises the other falls. It can be explained with reference 
to wheat which is being sold, say, at a seers a rupee. If the value 
of a rupee goes up to 4 seers of wheat, what happens to the 
value of wheat ? It goes down ; formerly it was 8 as. a seer but 
now it is only 4 annas a seer. In the same way it can be shown 
that if the value of money goes down, then value of wheat shoots 
up. What is true of the value of wheat is also true of the value 
of goods and services in general, i. e., general price level d" 

In the words of J. S. Mill, the value of a thing is what it will 
exchange for ; the value of money is what money will exchange 
for — the purchasing power of money. If prices are low, money 
will buy much of other things and is of high value ; if prices are 
high, it will buy little of other things and is of low value. The 
value of money varies inversely with general prices ; falling as they 
lise, and rising as they fall. 

Appreciation and Depreciation in the Value of Money 

The value of money, like that of any other commodity, is 
subject to fluctuations. A rise in the value of money (;.e., its pur- 
chasing power) is known as depreciation ; arid a fall, as appreciation. 

Suppose the 1 value of money in terms of wheat was 4 seers 
rupee on ist April, i945. If on 6th April, i945, one unit of 
money can purchase 5 seers of wheat, its value has appreciated ; 
«on the other hand, if it can purchase only 3 seers, its value has 
depreciated. 

Depreciation must not be confused with deterioration or debase- 
vwit. Deterioration means reduction in the metallic content of a 
coin through wear and tear ; and debasement signifies deliberate 
Teduction in the metallic content of the coin or in the fineness of 
•the metal. Depreciation, on the other hand, means a decrease in 
the value of money as a result of variations in the demand for and 
aupply of money. 

Inflation, Deflation and Reflation 

The volume of currency should be determined with reference 
to the legitimate demand for currency in the country. If this is 
not done and the supply of currency exceeds, or falls short of, the 
■demand for it, grave repercussions are likely to follow. 

Sometimes it so happens that the Government deliberately in- 
crease the volume of currency in a period of financial stringency 

3J. S. Mill, Principles of Political 'Economy, p. 229. 
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till it exceeds the legitimate currency requirements of the country. 

an obnormal and deliberate increase in the volume of currency in 
excess of the legitimate demand for ity is called inflation. Inflation 
depreciates the value of money and raises the general price-level. 
During the Great War I, many countries inflated their currency. The 
inflation in Germany was so tremendous that the value of Reich- 
mark became lower than the value of the paper on which it was 
printed. It was called ‘hyperinflation,^ 

Deflation refers to the contraction of currency to such an extent 
that it falls short of the demand for it. Deflation appreciates the 
value of money and depresses the general price-level. After the 
Great War I, many countries dcfla^ed currency considerably. 

The post- War deflation had to be corrected '"by a policy of 
controlled inflation with a view to tone up the depressed world 
economy. An expansion of currency ivith a vienf to correct the effects 
of past deflation^ is often termed as reflation. 

Effects of Appreciation and Depreciation 

The appreciation arid depreciation of currency cause uncalled 
for fluctuations in the value of money and price-levels, and distort 
and damage the ecoaotntc mechanism by disturbing the even basis 
of trade and industry, and by benefiting some classes at the expense 
of others. These effects can be discussed under three heads : [a) 
effects on industrialists and businessmen ; iff) effects on consumers ; 
and (r) effects on debtors and creditors. 

Bjjects of Inflation or Depreciation of Money or Rising Prices, la') 
During the period of rising prices, industrialists make huge Profits, 
Their (money) cost of production remains more or less the same, 
and even if it rises, it rises very slowly, while the prices shoot up 
tremendously. Large profits are, therefore, earned. This is also 
the period of rapid industrial expansion as the profits earned are 
invested in industries by the industrialists. High profits may lead 
to speculation which entails much loss when the inevitable crjsk 
comes. Businessmen also earn increased profits as people have 
money in their pockets and purchase goods freely. The period of 
inflation, thus, coincides with high profits, , industrial expansion, 
increased employment and general prosperity, (b) Debtors gain and 
creditors lose. Debtors pay to their creditors the exact amount of 
money they had borrowed (plus interest) ; but the prices having 
gone up, this amount cannot purchase as much goods and services- 
as it could when the loan was given. Creditors, therefore, get less 
purchasing power than what they had parted with, (r) Consumers 
suffer to the extent that they are required to pay higher prices than 
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before: Industrialists and others, whose incomes increase due to 
rising prices, do not mind it, but the workers, capitalists and land* 
lords whose incomes are fixed, suffer since their income loses a. 
part of its purchasing power. 

Effects of Deflation or Appreciation of Money or Falling Prices, 
The effects of falling prices are just the reverse of those described 
above, (a) The profits of the industrialists shrink and depression sets- 
in. As people do not have sufficient money, they reduce their 
purchases, and factories have, therefore, to be closed down. The 
outlook becomes pessimistic and unemployment increases, [b) 
Creditors gain while debtors lo^e. Debtors pay the amount of money 
that they had borrowed but as the prices are low at the time of pay- 
ment, they pay more than what they had borrowed in terms of goods 
and services, (c) Consumers benefit as they pay for the goods they 
consume lower prices than before. This is pardcularly true of 
labourers, landlords and capitalists whose incomes are fixed and do- 
nor shrink ; but not so mucn of industrialists whose incomes are 
considerably reduced. 


§ 3 . GRESHAM’S LAW 

Now we come to an interesting monetary law, known as- 
GresbanPs Law, During the reign of Queen Elizabeth, English 
coins had either deteriorated through wear and tear or had been 
debased by unscrupulous persons. Now coins, were issued over and 
over again to improve the matters but they disappeared as soon as 
they made appearance. The Queen sought the advice of Sir Thomas 
Gresham in the matter. Sir Thomas opined that bad money always 
drives good money out of circulation ; and currency could be improved 
only by withdrawing all the bad coins from circulation. The tendency 
of bad money to dave good money out of circulation is known as Greshanf s 
l,MW, 

Scope of the Law , 

This law is applicable in the following three cases : — 

{}) Ff coins of the same .metal but of varying weight, or quality, or 
both', circulate together at the same nominal value, the worse coins trill tend 
to drive the better ones from circulation. The good coins disappear 
because some of them are kept back from circulation or hoarded, 
while others are melted down, exported or fraudulently depreciated 
in weight. Most men although they gain nothing by it, have a 
lurking inclination to keep a brand hew coin and give out the 
depreciated or debased coin when both have the same value. Those 
who hoard money prefer good coins for hoarding since their metallic 
content is greater than that of bad coins.. Those who want to melt 
coins, similarly prefer the good coins for the same reason. Again, 
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those who want to pay foreigners, export good and full-weighted 
■coins, and not bad ones, because foreigners value coins according to 
their weight. Finally, fraudulent persons, with very slight risk of 
detection and with certain profit to themselves, clip and sweat the 
newer coins so as to reduce them to the general level of those in 
circulation, 

( 2 ) If coins of two precious w eta Is be circulated at a fixed ratio of 
exchange with one another^ the over-valued metal (at the mint) will tend to 
xirive the under-valued metal from circulation. Suppose in a country 
two kinds of coins are current — gold coins, and ‘S’, Silver coins 
^t the mint rate of iG = ioS. Suppose the market value of gold and 
silver changes in such a manner that the market value of these coins 
iDecomes iG= 1 5S. In this case, then, the mint over-values the 
silver coin and under-values the gold coin. Consequently, gold 
coins will disappear from circulation and will be hoarded or melted 
or exported.® 

(3) If an inconvertible paper currencj be issued in excess of he 
normal requirements of the country^ it will tend to drive precious metals 
from circulation. An abnormal increase in the amount of inconvertible 

paper currency, which is obviously bad money, tends to drive metallic 
coins, which are good money, from circulation. Metallic coins ate 
either exported or hoarded or melted down.' 

Limitations of the Law 

The Law has three limitations : — 

(i) It is applicable to standard money whose face value is equal 
to its intrinsic value, and to paper currency only. It is not applicable 
to token coins. Since the face value of the token coins is higher 
than their intrinsic value, they are bad coins as against standard coins. 
But there is no competition between the standard and token coins 
since they satisfy altogether different types of currency demands. 
As such, though token coins are bad coins, they do not displace 
standard coins. 

6 A very good illustration of this type is provided by the Japanese currency 
at the time of the treaty of 1858 between Great Britain, United States of Amerip 
and Japan, The most valuable Japanese coin was Kobatig. It was passing current in 
japan for foar silver but was worth inJEnglish money about 16s. 5d : 

whereas the silver It^ebus was equal only to about Is. 4d. Thus the Japanese were 
estimating their gold money at about one-third as estimated according to the relative 
values of the metals in other parts of the world. The earliest European traders 
trebled their money by buying up the Kohang at the native rate and selling it abroad, 
until the perceiving what was being done, withdrew from circulation the 
remainder of gold. See Laughlin, Prineiples of Money, for such interesting historical 
examples . • 

7 Exports of metals, it may be noted, take place automatically. Abnormal 
increase in the volume of currency raises prices all round. Other countries find 
it ptofitable to sell their goods in this country, resulting in an export of precious 
mctels-.to pay for the imports ‘of goPds; ^ The; ensuing scarcity of coins encourages 
hoarding, thus reducing the stock of gold in circulation drastically. 
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( 2 ) If the total currency of the country does not exceed her 
^ mal and legitimate requirements the law will not operate ; since 
coins, good, bad or indifferent, are needed for circulation, 
the value of each coin as coin will be higher than its value as 
-bullion. But if the total currency exceeds the legitimate require- 
ments, good coins will be withdrawn to the extent of the excess. 

(3) Bad money will fail to drive good money out of circulation 
in case the community as a whole refuses to accept and to circulate 
bad money for exchange purposes in view of its worthlessness. 

■ Appendices to Chapter 49 
Appendix I 
GOLD STANDARD 


In the preceding pages, we have described the chief types of 
he monetary standard. The following table gives a detailed classi- 
cation of monetary standards : 


STANDARD 


fl) Monometallism (II) Bimetallism (III) Limping 

I Bimetallism 


^la) Gold Standard (Ib) Silver Standard (Ic) Sterling or 
1 Dollar Exchange 

1 Standard 


^a-i) Gold Currency (la-ii) Gold Bullion ^la-iii) Gold Ex- 
Standard Standard change Standard 


This classification is not very exhaustive, but it serves our 
purpose quite well. We. have already discussed Monometallism, 
Bimetallism, and Limping Bimetallism, and shall now study the 
sub-divisions of. Gold Standard and the Sterling (or Dollar) Ex- 
change Standard. 


•Gold Standard 


The gold standard is a monometallic standard in which only 


1 A more scientific and complete classification will be to put all these stan- 
dards under tbe genus, External Standards. • The following Internal Standards may, 
then be added to the table : ’labular -Standard, Labour Standard, and ‘ Cost Price 
Equilibrium Standard. For a thorough classification, sec B, R. Shenoy, op. cit. 
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gold coins are declared to be the standard coins, open to free coinage 
and being unlimited legal tender. Whether gold coins arc in actual 
circulation or not, is not a material point. The currency notes are 
convertible into some declared form of gold. The gold standard 
is based on the implication that the value of the monetary unit shall 
be kept equal, to the value of a given quantity of gold.” This is 
done by unlimited purchase and sale of gold at a fixed price. 

The gold standard is of three types : gold currency standard, 
gold bullion standard and gold exchange standard.^ 

(/• Gold Curreny Standard. Under the gold currency standard, 
the gold coins are put into actual circulation. Currency notes are 
convertible into these gold coins. It was essentially a pre-War* 
reality when people believed that the existence of gold coins in cir- 
culation was an indispensable characteristic of gold standard. This 
•idea has now been abandoned. 

The technique of^this standard is that the contents of the gold 
coin is fixed by law, and by the device of free coinage, the value of 
the coin and of the fixed amount of gold are kept at a parity. If at 
any time the value of coins in terms of gold goes up, or, what comes 
to the same thing, the value of gold in term^ of coins goes down, 
people bring gold for coinage till the original parity is restored. 
On the other hand, if the value of coins in terms of gold goes down, 
or, what comes to the same thing, the value of gold in terms of coins 
increase, people begin to melt gold coins till the original parity is 
restored. 

/ 

(//) Gold Bf/lllofi Standard. Gold currency standard is an expen- 
sive standard since it requires the digging out of gold and its coin- 
age. A more economical type of gold standard was, therefore, 
devised by monetary experts, which guaranteed the convertibility of 
currency notes into gold bullion, rather than gold coins, at a fixed 
rate. The gold- currency thus disappeared and the national resources 
involved in coming the yellow metal were saved. 

Under this standard the monetary authority is always prepared, 
on the one hand, to convert at least one important kind of money 
into uncoined gold at a fixed .rate, and, on the other hand, to buy 
coined gold or money at a fixed rate. 


2 A gold strindard denotes a state of affairs in which a country keeps the value 
of its monetary unit and tbs value of a defined weight of gold at an equality with 
one another. Robertson, Money^ Chapter IV, Section 1 

3In discussing the gold standards and its off-shoots, much material of mj** 
article Pur€ and Applied Hconomies in India {Mysore Economic Journal, Volume 24j No. 
31, 1938) has been incorporated herein. 
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(m) Gold Exchange Standard. Gold bullion standard is an 
iniprovctnent over the gold, currency standard, inasmuch as it avoids 
the trouble and expense of coinage, but labour has still to be spent 
in digging out gold. A stilh more economical standard has, there- 
fore, been evolved which dispenses with the use of gold still further. 
For internal purposes, gold coins and bullion ace not available from 
the monetary authority. For making payments to foreign countries, 
however, gold (or foreign currency) is available from the said 
authority at a rate fixed in terms of the currency of another country 
.which has a go’d standard ('gold currency or gold bullion standard). 
Thus, before September, i95i, when England was on gold standard, 
the Indian rupee was linked to the British currency at the rate of 
Re. I = IS. fid. Gold could not be had in exchahge of rupees for 
internal purposes ; but for making foreign payments, gold (or for- 
eign currency) was available at the rate of is. fid. We then had 
gjold exchange standard. 

Under this standard, therefore, the currency of a' country is not 
•directly linked to gold but is indirectly based on it through the 
medium of the currency of some other country which has a direct 
gold standard. And by free purchase and sale of gold (or foreign 
currency or foreign exchanges) the monetary authority keeps the 
late of exchange near about the fixed parity. 

Sterling (or Dollar) Exchange Standard 

We have described above three types of one form of mono- 
metallic standard, namely, the gold standard. We shall now discuss 
■sterling (or dollar) exchange standard. The silver standard has 
already been discussed. 

, If the currency of a country is linked to the currency of Great 
Britain or the United States of America or any other country, and 
the latter is not on gold, then we have the sterling or dollar or any 
•other exchange standard. ^ 

For instance, before i947 the rupee was linked to the sterling 
and the latter was off gold. We had, therefore, the sterling! exchange 
standard in India at that time. 

Gold exchange standard and sterling exchange standard are 
•often confused even by responsible writers. Students should clearly 
understand that in both of the standards, /.e., gold exchange standard 
and sterling exchange standard, the value of currency of one country 
as fixed in terms of that of another ; but in the first case the latter 
•currency is on gold standard, while in the second case it is off gold. 
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Appendix II 

QUANTITY THEORY OF MONEY 
Quantity Theory of Money* 

The value, or purchasing power, of mon6y depends in the first, 
instance on the demand for and supply of money. 

Supply of Money, The supply of a commodity means the quan- 
tity offered for sale. But it is not usual to speak of offering money 
for sale. This, however, is merely an accident of language. The 
money with which people are offering to bay things and services is- 
money offered for sale. The supply of money then is the quantity 
of it which people are wanting to lay out : that is, all the money they 
have in their possession, except what they are hoarding, or at least 
keeping by as d reserve for future contingencies. Tne supply of 
money, in short, is all the money in circulation at the time. 

The Demand for Money, The demand for money con sists of all 
the goods offered for sale. Every seller of goods is a buyer of 
money, and the goods he brings with him constitutes his demand 
for money. 

Now suppose the supply of money has increased and, other 
things remaining the same, prices have risen. The rise in prices will 
be in the ratio in which the quantity of money had increased. If 
money in circulation were doubled, prices would be doubled. If the 
quantity of money were to be reduced to half, prices would also 
decline to the same extent. As such the value of money, other things 
remaining the same, varies inversely as its quantity.^ 

Quantity Theory of Money, This is the celebrated Quantity 
Theory of Money. It states that every change in the quantity of 
money in circulation produces, other things being equals a directly pro- 
portional change in the general price level or a reverse proportional 
change in the value of money. If you increase or decrease the 
quantity of a commodity, its value will certainly fall or rise but not 
proportionately. In the case of money, however, if you increase or 
decrease its quantity, the change in its value will be proportionate, 
provided other things are equal. 

Other Things Being Equal, This is an important phrase and 
means that this theory holds good only under certain hypothetical 
conditions. They are given below : 

4A detailed statement of theory is not given here. Those who want to make a 
detailed study are advised to consult Chablani, Indian Currency, Banking and Exchanger 
Chapter II or Thomas, Eteufents of Economics, This thcoiy has been criticized on 
various grounds and substitutive thcoties have been propounded, e, g,, the Cambri- 
dge Formula and the Keynesian Formulas. See J. M. Keynes. A Treatise on Money, 
Volume i, Book 111, and A Tract on Monetary Reforms, 

5J. S. Mill Brinciples of Political Economy, Book III, Chapter VI II. 
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(1) Volume of Trade, The volume of trade determines the 
amount of money required by the country ; in other words, it deter- 
mines the demands for nioney. The theory assumes that the value 
of trade remains the same. If it increases somehow, each unit of 
money, will begin to be exchanged for more goods and services- than 
before and its value will increase in spite of an increase in its quantity, 
and vice versa. 

( 2 ) Credit Instruments. Credit instruments sometimes act for 
money and serve their purpose very well. The quantity of credit has , 
the same relation to the general price level as money. The theory 
assumes that the supply of credit instruments remains the same. 

(3) Velocity of Circulatioi. A coin exchanges- for goods and 
services a number of times and does the work of many coins and 
notes. Thus if a rupee is used for too transactions during a month, 
it has done the work of 100 rupees. The number of times a coin 
circulates is known as its “velocity”. The effective quantity of 
money is equal to the actual quantity of money multiplied by its 
velocity. Changes in the velocity have the same effect on price level 
as changes in the quantity of money. The theory presumes that 
velocity remains the same. 

The Equation. These relations have been expressed by Professor 
Irving Fisher as below : 

If P— General Price Level. 

M'=Quantity of money in circulation. 

M’=Quantity of credit money in circulation. 

V= Velocity of M 
V'= Velocity of M', 

then, P=.¥X+M:Z 
T 

or, PT==MV+ M'V' 

The theory assumes that T, V, M' and V' remain unchanged. 
Now if you increase M, P will rise proportionately, and vice versa. 
The value of money depends upon its quantity :• hence the name 
Quantity Theory of Money. In this sense this theory becomes an 
obvious truism. 


Appendix III 

MEASUREMENT OF THE VALUE OF MONEY 

Value of money is an abstract concept and cannot be measured 
directly.® But the general price level, or a composite price of things 

6 It cannot be directly measured because tbe composite character of the 
“general goods and services” piakes their unitisation difficult and in many cases 
meaningless. 
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in general, which varies inversely with variations in the value of 
money, lends itself to easy measurement. General price level is 
measured by General 'Price Index Numbers, The general price level 
in a standard year is taken to be loo. Similar numbers for other 
years are calculated indicating a rise or fall, as the case may be, in 
the general price level. These numbers which are meant to show varia- 
tions in the General Price 'Level are known as General Price Index 
Numbers, If the General Price Level rises, it is presumed that the 
value of money has proportionately fallen ; and vice versa. 

Constructions of Index Number. Price index numbers are 
•constructed as below : (i) A list of goods and services is made such 
that they may reflect the variations in prices in goods and services in 
:general. (2) A period, normal in character, is taken to be the basic 
period and serves as a standard for comparisons. ( 3 ) Prices for the 
period concerned are collected from representative localities at 
regular intervals and are averaged. The average gives the price of 
the commodity during the period concerned. ( 4 ) The price of a 
•commodity during the basic period ,is taken to be 100, and the 
percentage price for the same commodity in the period concerned 
is found out by the simple rule of three. This is done with regard 
to each commodity. ( 5 ) All the percentage prices arc then added up 
and divided by the number of items. This gives the Index Number. 
for the period. 

QUESTIONS 

1. What do you understand by monetary standard ? Give a suitable classifi- 
•cation of monetary standards. 

2, Describe monometallism, bimetallism. 

* 3. Write an article on Gold Standard. 

4. Differentiate between gold currency standard, gold bullion standard, and 
•sterling exchange standard. 

5 Explain what do you ^understand by value of money. Show how the 
Talue of money is determined. 

6. Discuss the quantity theory of money. 

7. What are index numbers and what is their significance? Describe the 
.tnethod of their construction. 

8. Explain appreciation, depreciation, inflation and reflation. 

9. Lay down the effects of inflation and deflation. 

10. What is Gresham’s Law,? Show its scope. Does it have any limitations ? 

EXAMINATION QUESTIONS 

U. P., Int. Arts , 

1. Fully state and explain Gresham’s ‘Law. (1951, 1950, 1949, 1943, 1941). 

2. Write a note on Gold Standard. (1950) 

' 3. Write a note on Gold Bullion Standard. (1948) 

4, ■ Write a short note on Monometallism and Bimetallism, (1946) 
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U. P., Board ■ 

u ^ Disringu'ish between a .gold standard »*a 

gold bullion standard^ a gold exchange standard^ and a sterling exchange standard* 
Answer, with special reference to India, (I. A*, 1945) 

6. Explain clearly the difFcrc nee. bet ween good and bad rnoney, and show how 
tnc Jatcer drives the former out of circulation. Arc theic any limitations to this 

. (I. A., 1945) 

U. P., Inf. Com. 

7. 'Bad money drives good monev out of circulation”. Discuss it as fully 

as you can. (1951) • ' 

o' Gresham’s Law. (1942) 

r~nn '►•v.i ' Differentiate bet-ween Legal Tender and Token Coins and bet-n'cen 
raavcrttble and inconvertible paper money, (b) What ate the advantages i 
metallic money, over convertible paper money ? (1941) 

Gold ShaToTstanla^d^" 0^40) of Money, Gresham’s Uw and 

Raj, Inter. Arts 

cribeyi'n meaning of the term Gresham’s La-w and the remedies pres- 

crioedin such currency situations. (1948) 

docs it diff^fV^*^° saying that a country has '‘gold standard”. How 

What is the nrec. ^ Exchange Standard” and a '’'gold bullion standard” 

w nat IS the present standard of valuc.in India? (1944) 
la. Write a note on Gresham’s Law. (194?) 

Ratna, Im. Com. 

16 on Gold Standard. (1948s) 

Under -what and why bad money drives good monev out of circulation 

r wnat conditions can the two circulate side by side ? (1948) 

exchange s^ndard*^ (1948)^*' features of (a) gold currency standard, and (b) gold 

(b) clod Md^Bad money! (1948)'^'^'^"'^'^ between (a) Standard and Token Coins 
Banaras, Int. Arts. 

19 Write a short note on Gresham’s Law. (1947) 

Sagar, Inter. Arts 

operate ? (1949)* ® Law 7 In what various circumstances does the La-w 

99 WT - ^ note on Gold Exchange Standard ('1949 Supp.) 

23* Standard (1949 Supp.) 

24* "’^naged in India ? (1949 Supp.) 

from Gold ExeVany s!aXrd‘?’® Curfency Standard. How docs it differ 

Andhra, Inter . Arts 

change Stmdard”°\'l*949)' Gresham’s I.aw and its limitations, (b) Gold Ex- 
Poona, Iiiter. Arts 

forms. (1949) tmdirstand by Gold Standard ? Explain its different 

3o 
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26* Discuss tbetnctits^ and defects, of the Steding Exchange Standard in 
India. Differentiate between a cheque and a bill of cicbangc, (1947, Nagpur) 

Nagpur, Int. Com. 

27, Discuss the merits and demerits of Sterling Exchange Standard in India. 
Differentiate between a cheque and a bill of exchange, (1947) 

28, Fully explain Gresham’s Law. (1941) 

Nagpur, Inter. Arts 

30. Explain : 

(a) Standard money, (b) Token money, fc) Legal Tender. What ate the quali- 
ties of standard money ? (1950) 

31. Examine the Quantity Theory of Money and state how far the theory can 
be modified ? (1950) 

32. Discuss the different types of gold standard explaining the advantages as 
well as disadvantages. (1950) 

Travancote, Int. 

33. State anc^ explain Gresham’s Law, Consider its application to paper 
cuttency. (1943) ’ 

34. Why do prices rise and fall ? Briefly account for the present rise of 
prices in India. (1943) 

35. Discuss the economic consequences of changes in the value of money on 
(a) business men ; (b) wage earners ; (c) men, with fixed incomes. (1943) 

Punjab, Inter. 

36. What are the consequences ofafallin the value of money? Illustrate 
your answer. (1949) 

' 37. Write a note on Gresham’s Law. (1949) 

Delhi, Higher Seco;idary 

38. Discuss how the value of money is determined. Has the value of money 
in India changed during, the last one year? If so, indicate the nature of the 
change. (1951) 

39. What do you understand by the value of money ? How is the value of 

money determined ? (1950) 

40. Since the outbreak of the World War II the general price Jevel in India 
has moved upward. What is the approximate rise in price, level ? Give your 
explanation for the rise. (1950) 

41. Describe the causes and consequences of the rise of prices in India during 
the last war. (*948) 
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Rs. 5o and Rs. loo arc curreat. These notes (except the first two) arc 
promissory notes convertible into ‘silver rupees on demand. They 
were formerly issued by the Government of India, but since the 
enactment of the Reserve Bank of India Act in i93 3 issue has now 
been entrusted to the Reserve Bank. However, i-rupec notes and 
2 * rupee notes are, issued by the Government of India. When the 
issue was in the hands of the Government, the profit on paper issue 
was used to create a Paper Currency Reserve. But now this prac- 
tice has been stopped because the* issue is now made by the Reserve 
Bank. 

The Paper Currency Reserve and Gold Standard Reserve were 
divided into gold portion and silver portion. The former was kept 
with the Secretary of State in London and the latter with Govern- 
ment of India. These reserves were used to maintain exchange ratio 
at IS. 6d. But since the inception of the Reserve Bank of India, 
both these reserves have been brought together and the total gold 
stock is held by this Bank. 

§ Z THE ISSUE OF INDIAN PAPER CURRENCY 

Now we will give a brief description of the paper currency 
system in India. It is easy to print a bank note ; but the holder 
of a bank note is entitled to demand cash in its exchange. Hence 
the note-issuing authority alwavs keeps a certain percentage of the 
total value of notes issued in its reserve, so that it could convert 
into cash such notes as are presented for the purpose. Hence it is 
important to knoV about the existing system of note-issue in India 
It will, however, be useful to first study the systems which were 
adopted prior to the existing system. 

Old Systems of Note Issue 

Till x934, the Government themselves used to issue notes. 

Prior to 1 86 1 , currency notes were issued by the Presidency 
Banks of Madras, Bombay and Calcutta. The maximum issue was 
fixed, and a metallic reserve of 3 3 per cent was kept. 

In 1 86 1 , the Government themselves took over the right of 
issuing paper currency. Notes of Rs. 4 crores were to be issued 
against securities ; but beyond that figure, a cent per cent metallic 
reserve had to be kept. In i893, the amount of notes which 
could be issued against securities was raised from Rs. 4 crores to 
Rs. x4 crores and in i9i4 to Rs. zo crores. During the first World 
War this figure was pushed up to Rs. 120 crores when Re. i and 
Rs. zi notes were also issued without any metallic backing. 
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The Babington-Smith Committee recommended a 4o per cent 
reserve against the entire note issue and the maximum limit of 
notes issued against securities was fixed by them at Rs. i3o 
crores. They also suggested that in a busy season an emergency 
currency may be issued against the export bills of exchange. The 
Government accepted these recommendations with the only differ- 
ence that .the percentage of the metallic reserve was fixed at 5o 
per cent instead of 4o per cent as recommended by the Committee. 

The Present Method of Issue 

With the enactment of the Reserve Bank Act, the paper cur- 
rency in India has entered on a new phase. According to this Act, 
the sole right of issuing notes has been vested in the Issue Depart- 
ment of the Reserve Bank. The Issue Department is quite separate 
from the Banking Department and the sole liability of the former 
is with regard to the notes issued. The assets of the Issue Depart- 
ment must be equal to the value of the total notes issued. The 
relevant provisions regarding assets behind the notes are as below.‘‘ . 

(1) Of the total amount of assets, not less than 4o per cent 
shall consist of gold coins, gold bullion or sterling securities 
(provided that the amount of gold coins and gold bullion shall not 
at any time be less than 4o crores of rupees in value). 

( 2 ) The remainder of assets shall be held in rupee coins, Gov- 
ernment of India rupee securities and certain specified kinds of 
bills and promissory notes (with- certain limitations on the amount 
of Government of India Securities), 

•' ■ ' (3) Of the gold coins and gold bullion held as assets, not less 
than i7/20th shall be held in India. 

1 . . . The present system of note issue is safe as well as elastic. Its 
most prominent feature is the issue of notes by the Reserve Bank 
on the proportional reserve system— a gold reserve of 4o p. c. 
is kept against the entire issue. 

This 4o p, c. reserve is not irreducible minimum. If the 
Reserve Bank feels the need of 'issuing more currency but has not 
got adequate gold to satisfy 4o p. c. requirement, this percentage 
can be reduced on the payment of a tax.® 

^ • AReserve Bank of hid- a Act 1934; Sec. 33. 

_ 5 We Rf/m-f provides that in respect of period during .which the 

bolding of gold coins, gold -bullion or -sterling securities (/.e.,- gold reserve) is 
jcduced below 40 p. c. the bank shall pay a tax upon the amount by which such 
holding is reduced below 40 p c. of the aggregate value of notes issued. This 
tax shall be equal is the bank rate for the time being 'in force with an addition 
of. 1 p c. per annum when such bolding exceeds 32 p. c. of the total amount of the 
assets and further 2 p. c, pet- annum in respect of every further decrease of 2 p. c. 
or part of such decrease. 
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Comparison with the Old System of Issue 

Before the establishment of the Reserve Bank of India, the 
paper currency was issued by the Government of India. The Govern- 
ment of India used to increase or decrease the amount of currency 
according to its own requirements. The interest of the business 
community was not always taken in consideration. The i mperial 
Bank was, however, allowed to ask the currency authoritic ; to in- 
crease the currency to the extent of .12 crores of rupees only, on the 
security of prescribed hundis and other securities whenever there was 
monetary stringency. 

The present system is an improvement over the old system in 
the following respects : 

I. For the first time in India, a Bank has been given the sole 
right of note issue. It is an admitted fact that the State is an ineffi- 
cient agency for the note-issuing function. Due to the following 
reasons the present Bank issue is superior to the old State issue : (a) 
The need for currency varies from time to time and in varying 
proportions. A Government* cannot possess an accurate knowledge 
of such changes in the demand because not being in direct touch 
with the condition; in the financial, commercial and industrial world, 
it is not sensitive to these variations. As such, it cannot adjust the 
supply of paper currency to the demand for it. ‘This is not so in 
the case of a Central or Reserve Bank which remains in constant 
touch with various sections of the business community, (h) The real 
danger involved in the issue of paper by a Government conslstsrin 
the fact that ^‘political considerations and the pecuniary needs of the 
State rather than considerations of a sound monetary economy are 
likely, sooner or later, to become the determining factor. There will 
be a risk of excessive consequent depreciation.*’^ These two consi- 
derations, one economic and one political, explain why the present 
system is an improvement-over the old system. 

2. Our paper currency has now become elastic". Under the 
old arrangement the paper currency could be increased to the extent 
of Rs. 12 crores only. But under the present system there is no 
limit to the extent of possible extension. For every Rs. 4 o worth of 
gold reserve kept by the Bank, it can issue Rs. 100 worth of notes. ^ 
This provision wilTitself provide sufficient scope for elasticity. But 
in case there is need for more currency while the reserve is low, can 


6Sec Kisch and Elkin, Central Banks, 

7Elasticity of currency implies the capacity of currency to increase, or deaeasc 
as demand for it increases, or decreases, and to the extent to which it increases or 
decreases. 
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be reduced on the paynneat of certain taxes. And the reduction the 
4o% figure can go on indefinitely and the gold reserve can even 
drop down to zero. 

§ 3. EXTERNAL CURRENCY : MONETARY STANDARD IN INDIA 

How should the external value of the rupee should be fixed 
this problem has been a subject of considerable debate during the 
last 5o years or so. During the British Period, the Government 
kept the value of rupee in terms of sterling fixed ; and for this, the 
British Government were severely criticized. Apart from this, the 
rate at which the Indian rupee was pegged with sterling was not to 
India’s advantage. This condition continued till j 947. In i947, 
the value of rupee was fixed in terms of gold. Other countries of 
the world also fixed the value of their own currency in terms of 
gold. As such, the old connexion between the rupee and the sterling 
was broken ; and direct relationship of the rupee with every other 
currency in the world was established. In other words, an inter- 
national monetary standard was established. 

International .Standard 

After the World War II, the different countries of the world 
resolved to co-operate with each other in masters of international 
importance. In order to secure international co-operation in 
monetary affairs, they set up an institution known as International 
Monetary Fund which has its offices in Washington. The I. M. F. 
asked every country to fix the value of its currency in terms of gold. 
Accordingly, India fixed the value of her rupee in terms of gold. 
Other countries of the world did the same thing. The gold value 
of the Indian rupee was fixed at such a level that one rupee was 
equal to is. 6d. of the English currency, a rate prevailing since 
i9z4. But now Indian rupee came in direct relationship with 
currencies of the other countries- of the world. Before i947, the 
the external value of Indian rupee was fixed only in terms of ster- 
ling only ; and value in terms of other currencies was calculated 
through sterling, such rates being called Cross Kaies. But this is no 
longer the case now. India has the value of her rupee fixed in 
terms of currencies of all the foreign countries directly, through the 
gold contents of respective currencies. This monetary stand is 
called International Monetary Standard. 

i Sterling Exchange Standard 

A; stated above, before x947 the external value of the rupee 
was fixed: in terms of sterling. So long as sterling was convertible 
into gold, and this was the case up to i93i we had gold exchange 
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Standard. But when sterling ceased to be convertible into gold, 
we had sterling exchange standard.’^ From i934 to i947, the rupee 
could be convened into sterling at the rate of is. 6d, The method 
in which this ratio was maintained is quite interesting. The various 
methods tried from time to time arc given below : 

(i) The sale of Council and Reserve Council Bills, which were 
paid out of the Paper Currency Reserve and Gold Standard Reserve, 
was the first method to be adopted. Details^about this method are 
given below in § 4. It has long been abandoned. 

( 2 ^ The method of the purchase and sale by the Government 
of India of sterling bills in Indian market, ,was .next adopted after 
superseding the above policy. But this has also been abandoned 
because of the inception of the Reserve Bank of India. 

(3) Since the establishment of the Reserve Bank of India, the 
obligation of maintaining the ratio has been put on its shoulders. 
According to the Reserve Bank Act, Section 4o, ‘‘The Bank shall 
sell to any person who makes a demand in that behalf at its office 
in Bombay, Calcutta, Delhi, Madras and pays the purchase price 
in legal tender currency, sterling for immediate delivery in London, 
at a rate not below one shilling and five pence and forty-nine sixty- 
fourths of a penny for a rupee ; provided that no person shall 
Be ehiitled to demand or buy an amount of sterling less than 
ten thousand pounds’’. . Section 4i, similarly, states, “The Bank 
shall buy from any person who makes a demand in that behalf at its 
office in Bombay, Calcutta, Delhi, or Madras, sterling for immediate 
delivery in London, at a rate not higher than one shilling and 
six pence and three sixteenths of a penny for a rupee ; provided 
that no person shall be entitled to demand or sell an amount 
of sterling less than ten thousand pounds ; provided further that 
no person shall be entitled to receive payment unless the Bank is 
Satisfied that payment of the sterling in London has been made.”' 
The Reserve Bank tries to maintain the ratio between these set limits. 

Problems of Standard and Ratio 

Before i947, there were two foremost monetary problems before 
the country : 

(/) Which monetary standard should be adopted by India ; and 

(//) If India had to keep the sterling nexus, then what should 
be ratio of exchange ? 

But now the old conditions have disappeared. Instead of hav-- 
ing direct relationship with Great Britain alone, India has .now direc 
ujonetary relationship with every other country" in the world. We 
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have the authority to determine the rate of exchange of the rupee, 
subject to the approval of the I. M. F., just as every other country" 
can do. As such the above two problems are now only of historical 
interest. 

4. HISTORY OF INDIAN CURRENCY 

I. 1835-1891; The Silver Standard 

Before the 5 ’ear 1 83 5, there were about one thousind coins of 
different varieties and weight in circulation in this country issued by- 
various Hindu and Mohammedan rulers. This bewildering multi- 
plicity of coins greatly hampered trade. Therefore in i835 the 
East Indian Company made the present rupee of i8o grains of silver; 
ii/iaths fine, as the standard coin of the realm. Mints were opened 
to the free coinage of silver on the payment of mintage. A full- 
fledged silver standard was, thus, established. 

The price of silver began to fall from i873 onwards due to 
the opening of new and very productive silver mines in America. 
The gold value, of the rupee, which Avas normally two shillings, 
ultimately reached the one-shilling level. It upset the even basis of 
trade ; in particular, it drastically curtailed imports from foreign 
countries. The British officials in India also suff^ered in the matter 
of remi'-tances to England, because each rupee could now be exchang- 
ed for rs. only instead of as. as before. The Government of India 
had to pay annual Home Charges to Great Britain in sterling and, in 
terms of rupees, their commitments became almost double. The 
question was, therefore, referred to the Herschell Ciramission, whose 
Report was published in i8v3. 

If. 1893-1898: Breakdown of the SilveC' Standard 

In, accordance with the recommendations of the Herschell 
Commission, mints were closed to the unrestricted coinage of silver 
in i893 and the Government ceased to coin fresh rupees. The result 
was that as soon as circumstances pushed up the demand for curren- 
cy, the value of the rupee also rose. In i898 its value touched the 
level of IS. 4d., the rate fixed by the Herschell Report as ideal. 
The Fowler Committee was then appointed in t 898 to consider what 
further steps should betaken. ■ ' ' 

III. 1898-^1914: Gold Exchange Standard^ 

The Fowler Committee suggested that the exchange value of 
rupee should be fixed is. 4d. ; that the British Gold Sovereign should 
be made legal tender and current coin in India ; that the Indian mints 
should be thrown open to the unrestricted coinage of gold. The 


8Scc AppnidiS J to the previous cliaptci. 
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•committee virtually recommended the establishment of the gold 
•currency standard. The Government accepted these recommenda- 
tions but did not put them in practice. The gold mint was not set 
up. Gold sovereigns were introduced but they soon came back to 
the treasuries. The Government policy gradually gravitated towards 
a new system which neither the Fowler nor the Herschell Commission 
hid ever contemplated. This, was the gold exchange standard,^ The 
value of the rupee was based at is 4d. and kept thereabout by the 
purchase and sale of Council and Reverse Council Bills, Council 
Bills, When the balance of trade was favourable to India and the 
demand for rupee bills in London was considerable, there was the 
fear that the value of rupee will go beyond is. 4d. To prevent such 
a rise, the Secretary of State for India sold Council Bills in London 
at the rate of is. 4d. plus a fraction not more than the cost of 
transporting gold from England to India. These Council Bills were 
-sent by British debtors to Indian creditors who encashed them at 
Government treasuries. In this way the possible increase in the ex- 
change value of the rupee beyond is. 4d. was checked, {h) Keverse 
Council Bills, When the balance of trade was unfavourable to India 
:aad there was great demand for sterling'bills in India there was the 
fear that the rate of exchange will fall below is. 4d. To prevent 
5uch a fall, the Government of India drew Reverse Council Bills 
on the Secretary of State for India and sold them in India, at is. 4d. 
minus a fraction not exceeding the cost of transporting gold from 
India to England, In this way the possible fall in the exchange 
value of the rupee much below is. 4d. was checked. By the technique- 
•of the Council and Reverse Council Bills the exchange value of rupee 
was stabilized nearabout is. 4d. 

The currency policy of the^ Government was put to serious 
•criticism by the people of the country, particularly the advocates of 
the gold currency standard. The Government, therefore, appointed the 
Chamberlain Commission in i9i5 which blessed the gold exchange 
standard and recommended its continuance. 

IV. 1914-1918: The War Period 

The Report was in the hands of the Government shortly before 
the Great War I broke out. During the first years of the war, people 


9This system has been designated by some writers as the Gold Exchange 
S tandard. Others headed by Dr. L. C. Jain, have called it Gold Sterling Standard. 
(See C. L. Jain, T/re Momtary Prob/enjf oflndta, p. 89). Perplexed by this sort of 
-dilTcfcncc among the authorities on this* subject, some writers state, ^'Thus was 
established the Gold Exchange Standard or as some people choose to call it, the 
Sterling Exchange Standard” (R. N. Mathur, Introductton to Money, E>^change and 
PonHnjt, p. 128). In fact, the standard was Gold Exchange Standard. For o discus- 
sion of this topic, sec my article, Pure Applied Econonucs in India, Mpore Btcno- 
mif ' 
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lost confidence in the Government. Deposits were withdrawn from 
the Post Office Savings Banks and currency notes were presented to 
the Government for conversion into gold, so much so that the 
Government were obliged to suspend the issue of gold. There was 
also a huge demand for exchange remittances. Fortunately, the 
situation soon came under control and confidence was restored. 
After i9i5, however, the situation became seriously critical. Exports 
from India to the Allies increased tremendously while imports from 
them shrank, with the result that the balance oF trade turned sub- 
stantially in our favour. Moreover, heavy expenditure was incurred 
in India on behalf of the British Government which gave rise to 
claims on the latter. In the beginning the Council Bills were issued 
to meet the demand at is. 4d. a rupee, but very soon the issue of the 
bills became so tremendous that the Government of India found it 
•difficult to encash them. They were indeed in great trouble for they 
could not import gold or silver for coinage purposes economically 
and safely. The value of silver, in fact, had increased so much that 
people found it profitable to melt the rupee and to sell it as bullion. 
No other course was left to the Government but (a) to restrict the 
scale of Council Bills, which were sold at increasingly high rates, 
and (b) to issue notes of the denominations of rupee i and rupees z\ 
iis fiduciary issue. Evidently, then, the pre-War system of stabiliza- 
tion by selling Council Bills and Reverse Council Bills in unlimited 
•quantities at a fixed rate of exchange, broke down. The Govern- 
ment now sold Council Bills only in limited quantities and at rates 
which were shooting up frequently. Exchange was allowed to rise 
from IS. 4d. in i9i4 to as. 4d. in i9i8. 

V. 1919-1925 : The Babington-Smith Committee 

After the war was over. Government appointed the Babington- 
Smith Committee to advise on the future policy ox India exchange and 
currency. The Committee recommended the re-introduction of gold 
exchange standard. In fact, their ultimate ideal was the gold 
currency standard and, therefore, they recommended that the sover- 
eign should be made legal tender at the rate Rs. io = i sovereign 
(Rupee i = 2 S . The high ratio of two shillings was recommended, 
for the Committee believed that the high price of silver bad come 
■to stay. 

The anticipations of the Committee were, unfortunately, com- 
pletely upset by the turn w'hich the events took. The value of 
silver fell and the balance of trade became unfavourable to India. 
The Britishers w^ho had made war profits in India, began to remit 
them to England at this favourable rate of exchange. Indian- debtors 
also hurried to pay their- British., creditors.; :Soch a heavy demand 
of sterling caused the value of the rupee in terms of sterling to fall. 
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The value of the rupee could not be maintained at as. gold- (which 
was equal to 5 shillings sterling). Attempts were then made to* 
hold it at a shillings sterling but only failure was in store. And in 
i9aa the Government had to refuse to sell the Reverse Councils.. 
The exchange was left to find its own level. 

VI. 1926-1931 ; The Hilton-Young Comm'ssion 

In i9a4 the ratio came to be stabilized at is. 6d. ; and in i9ar' 
the Government appointed .the Hilton-Young Commission to advise 
the lines of the future currency policy. The Commission recommend^ 
ed the adoption of the gold bullion standard at is. 6d. ratio, and 
the purchase and sale of gold by the State with certain qualifications.^®* 

The Government adopted these recommendations and an Act 
was passed which imposed legal obligation on the Government to 
buy gold, and to sell gold or, at the option of the Government, 
sterling The standard actually adopted by the Government was- 
neither the gold bullion nor the gold exchange standard but a hotch- 
potch standard becoming one or the other at their sweet will under 
^thc stress of the circumstances. 

VIT. 1931-1947 : Sterling Exchange Standard 

In 1 93 1 , England went off the gold standard. Indian rupee 
continued to be wedded to the British sterling at is. 6d ; but as 
sterling was no longer convertible into gold, Indian monetary standard 
begin to be called Sterl/fJ^g Exchange Standard in place of Gold 
Exchange Standard. 

Establishment of the Reserve Bank of India During this long 
period of Sterling Exchange Standard, two important events took 
• place. One of them was the establishment of the Reserve Bank of 
India. The Reserve Bank Act was passed in i934 and the Bank 
began to function in j 93 5. The function of the note issue was taken 
over by the Reserve Bank of India from the Government of India. 
Scheduled banks were required to keep a certain portion of their 
liabilities as deposit with the Reserve Bank of India. In this way, the 
.Reserve Bank could keep some control on other banks. This institu- 
tion began to control both money and credit. Gold Standard Reserve 
and Paper Currency Reserve were both handed over to the Reserve 
Bank of India. Reserve Bank was made responsible for keeping the 
external value of rupee at or ncarabout is. 6d, 


10 The essence of the proposal\vas '''that the ordinary medium of circulation 
in India fhould remain as at present the silver rupee, and the stability of the 
torrcnc)’ in terms of gold should be secured by making the currency directly 
convertible into gold for all purposes, but that gold should not circulate ap money. 
Ji must not circulate at first and it need not circulate ever**. 
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World War JL- World Wat II was the-, second important 
-event of this • period. The World Wat II broke out in 1 93 9. -.and 
ended in i945. The World Wat 1 witnessed considerable distuibance 
•jh the currency affairs of India ; but during the period of the World 
War II, this did not happen. Some important events of this period, 
•are set out below : 

1, Increase in the Demand for Kupee Coins, After the outbreak 
-of the World War II, many persons began to convert bank notes 
into rupee coins. This resulted in an increase in the demand for 
-rupee coins. Later, the volume of trade increased to such an extent 
that the demand for rupee coins was pushed up still further. As' 
:such during this period, the Government had to put into circulation 
-rupee coins worth Rs i49 crores. 

2. One~rtpee and Tn'o-rnpees Notes. The above-mentioned step 
was not adequate to meet the whole demand for currency. Hence, 
the Government themselves issued notes in one-rupee and two-rupee 
•denominations ; and they ate still current. 

5. Exchange Control. Foreign Currency is often called Foreign 
Bxchange. During the period of a war, the supplies of foreign 
goods become very scarce ; and every care has to be taken to ensure 
that only very urgent commodities needed by the military and' 
■civilians are imported Hence the Government made a law that 
anybody receiving foreign currency (dollars, sterling, etc.) by 
•exporting goods should deposit it with the Reserv’^e Bank of India ; 
and anybody who wants to import goods from abroad, should obtain 
the necessary foreign exchange from the Reserve. Bank. The Bank 
could ‘refuse foreign exchange in any particular case if it thought 
that the imports concerned were not urgently needed. This system 
began to be called Exchange Control, This system still continues 
and it has considerably benefited the country. 

4. Demonetisation. The Government of India promulgated an 
Ordinance on January 12, i946, whereby bank notes of the denomina- 
tion of Rs 5oo, Rs 1,000 and Rs io,ooo were declared to be illegal 
tender. Holders of such notes were asked to exchange them for 
other notes of smaller denominations by 26th January ; but at the 
time of surrendering the big notes, they had to indicate the source 
from which they received these notes. The idea was to punish those 
Avhp made large profits in black markets during the war. 

Vni. After 1947 : International Standard 

After the World War II, the various countries of the world 
established an International Monetary Fund with a view to co-operate 
with each other in monetary matters. India joined this Fund as a 
member. On April 8,i947, India broke her connexion with sterling 
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and fixed its external value in terms of gold. Other countries, 
did the same thing. As such, the' external value of rupee is now 
directly fixed in ^erms of all other currencies of the world through 
the medium of gold. This is International Monetary Standard. The 
external value of rupee, at the present time, in terms of sterling: 
is 18. 6d. 

Devaluation, In 1 949, another very important monetary event 
took place, England devalued her pound in terms of dollar by 5o%^ 
India had to be either with sterling or with dollar. India decided’ 
to keep company with England. In other words, rupee was devalued 
in terms of dollar by 3o%. Hence even after devaluation, the 
external value of rupee in terms of sterling is the same is. 6d as; 
before. But its value in terms of dollar has declined ; or the value 
of dollar in terms of rupees has increased. Formerly a dollar was. 
equal to Rs 3-5-0 but now it is equal to Rs, 4-12-0. 

§ 5. EXISTING CURRENCY PROBLEMS 

The war gave rise to some serious currency problems Nvhichj 
arc still persisting. They are briefly discussed here. 


Inflation 

During the period of the war, huge volumes of currency 
were put into circulation. British Government and Allies purchased 
large quantities of goods, and the Government of India themselves 
purchased war materials in bulk. People received payment for the 
supply of these goods, and the volume of currency increased. This 
resulted in high prices of civilian goods all along the line. Had there 
taken place an increase in production simultaneously, prices would 
not have risen so high. But this was not accomplished to the desired 
degree. In certain months, the Government introduced paper 
currency at the staggering rate of Rs. i crore or more per day. The 
consequence was that persons with fixed incomes, and particularly 
poor and middle class persons, had to suflcr seriously. Their incomes 
failed to purchase adequate quantities of goods because of high 
prices, and their standard of living went down. Many a hardship has 
been suflcrcd by these persons ; and what they could not consume 
was sent to feed the military in India and abroad. By raising prices, 
inflation encouraged black-marketeers and profiteers, and this further 
aggravated the situation. 

The following table gives some idea about the inflationary 
situation in India during the last few years. 
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Year •' ' 

• , ' * 

Annual Absorption 
of Currency, Rs. Ct. 

- ‘ : 

General Index of 
Wholesale Prices ■■ 
(i939 = ioo) 

Average for 5 yrs.' 

i 


(i9i4-i5 to i9i8-i9) 

4o 


Average for 7 yrs. 



(i939-4o to t945-46) 

i83 


1946-47 . 

.3a 


1947-48 

:54, 

3o8 

i948 49 

=.ia 

376 

i94o-5o 

= 6' 

38J 

i95o.5i 

87 

4io 

i95i-52 


45 5 


It is clear from the above table that ia the post-war period, the 
Government could withdraw from circulation nominal amounts of 
currency only in two years. Otherwise every year, they had to put 
into circulation fresh currency. The consequence of this large 
amount of currency was that prices continued to rise. If wholesale 
'prices ate taken to be too in i959, they went up three times in i947- 
48 ; and increased four times only three years later. In i95o-5i. 
retail prices must have risen further still. 

The Government have not been able to check inflat’on. Ihe 
Government of India annouccd its snti-inflationary programme in 
October i948. They intended to reduce Government expenditure and 
step up production. But thes'e efforts have not yet succeeded. 

Sterling Balances 

Another important development has been that whereas before 
the war we were indebted, to Britain, the situation is now just the 
reverse. As Britain increased her purchases of war materials in this 
country, she began to become our debtor to that extent. She asked 
us to regard this sum as the repayment of the debt we owed to her. 
In a very short time, ou’r entire indebtedness to Britain was liquidated. 
But Britain continued to make purchases rather heavily. She could 
not pay us anything in return because she was occupied with the war. 
Hence she wrote promissory notes whereby she promised to pay 
us the money for which she purchased goods. These promissory 
notes are known as Sterling Securities. 
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SUrltn^ SecnritUs as Ba^khig to Bank 'These sterling 

•securities have been Used by the Reserve Bank as backing to paper 
•currency. Under the Reserve Bank of India Act, sterling securities 
-can be maintained to the extent of 4o% of the total value of notes 
issued. But this limit was allowed to be exceeded by law. • Today, 
.sterling securities constitute over 9o% of the* backing. This is an 
important war-time development which is bound to remain in exis- 
tence for some time to come. ^ • 

Kcpaymait of Sterling Balances. The Sterling Balances are 
gradually being re-paid to India in accordance with agreements 
•entered into between India and Britain. The first agreement between 
India and Britain was made in August i947. The second agreement 
was entered into in February i948 ; and a third in July i948. The 
fourth agreement has now been' concluded. 

TEST QUESTIONS 

1. Describe the present currency system in India. 

2. Discuss the present method of note issue foliowed in this country. How* 
docs it compare with the old system ? ' 

3. What is the existing monetary standard in India ? .How docs it differ 
from the Sterling Exchange Standard.? 

4. Give a brief history of the Indian cunency system. 

5. State briefly the monciary events that took place in India during the 
•period of Sterling Exchange Standard, 

6. What arc the important monetary problems that were created in Indii 
during the period of the World War II ? 

7. What is inflation ? Discuss the existing inflationary situation in India. 

8. Write an essay on Sterling Balances. 

EXAMINATION QUESTIONS 

U. P. Inter. Arts 

1. What is paper money ? What arc its merits ? How is paper money 
issued in India 1 (1949) 

2. Describe the existing arrangements for the issue and the regulation it 
paper money in India. In what respects arc they an improvement over the earlier 
system? (1948) 

3. What is a coin ? Where is it made ? How docs English .system of 

coinage differ from the Indian system ? (1945) 

U. P. Board 

4. What are the advantages of paper money ? How is its convcttibility 

maintained in India ? (I, A., 1942) 

5. Discuss the existing arrangements for the ’ issue and regulation of paper 

currenq* in India. In what respects arc they an improvement over the earlier 
sptem ? (I. A., 193S) 

6. Explain what is meant bv 'monetary standards’. By what name is the 
'monetary standard* obtaining in India called, and why ? Show how it functions. 

(I. A., 1934) 



INDIAN CUREENCY SYSTE^C 


Joi 


U. P„ Inter. Com. 

7. Wbat is tbe ptesent position of the rupee ? How is its value determined 
and maintained ? (1946) 

•8. Wbat is the present system of' issue, of paper money in India ? How far 
is,it better than the previous systems? Describ*. (1945) 

9. Draw up a scheme for improving tbe currency system of this country. 

(1940) 

10. Give a short description of monetary system in India. (1936) • 

Ra}.^ Inter. Arts. 

11. Write a note on Paper Currency Reserve of India, (1944) 

Rajputana., Inter. Com. 

* 12, Give a brief sketch of the Indian currency system. (1941) 

Nagpur., Inter. Arts 

13. Write a note on ^Proportional Reserve System of Issue.’ (1948)* 

14. Write a note on Indian Paper Currency Reserve, (1947) 

Nagpur., In^er, Com, 

15. Write a note on Indian Paper Currency Reserve. (1947) 

Travancore., Inter. 

16. Whac are the different ways of regulating * tbe, note issue of a country ? 

Do you think tbe present system of note issue in India to be satisfactory ? (1943) 

Punjab., Inter. 

17. Write a short note "on* Demonetization, (1949) 

18. Write a short note on Stetling. (1949) 

Delhi., Higher Secondary 

19. Write short notes on (a) Sterling Balances, and (b) Devaluation of the 
Rupee. (1951) 

20. Write a note on the present currency authority in India. (1950) 

21. Explain briefly the functions performed by the Rupee in India. Is it 

necessary to ha^e rupee coins when the onc*rupec note is in circulation ? (1949) 

^^^^^22. Give a brief history of the monetary system of India from 1919 to 1939. 
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CREDIT AND CREDIT INSTRUMENTS 


Credit is a consequence not a cause ; ’tis the oil of the the marrow of 

the bones^ the blood in the veins, and the spirit in the breast of all Trade and 
Commerce in the world — Defoe, 


§ I, CREmr 

Meaning and Definition of Credit 

The word ^credit’ has various meanings and is used in a variety 
of senses. It has an economic sense, a business sense, an accounting 
sense and a general sense. 

(i?) Its Economic selise. We usually spea^c of a cash transaction 
and a credit transaction. By cash transaction we mean a transaction 
in which cash is paid at the time of the purchase of a commodity or 
service. Credit transaction, on the other hand, implies a transaction 
in which the payment of cash is postponed for a future date. In 
this sense, which is the economic sense of the term, credt/ implies the 
postponement oj payments jevons aptly describes credit as 'nothing 
but the deferring of a payment. 

{b) Its Commercial Sense, In commercial parlance, the word 
^credit' generally signifies the financial reputation of a businessman 
or a business house. Credit of a businessman is based on (i) his 
business ability and CiL) his honesty. If the credit of a businessman 
is good, he can borrow large sums, a privilege denied to a man of 
little or doubtful credit. This implication of the word ^credit’ is 
closely related to its economic sense. 

(r) Its Aeeonntin^f^ Sense, Accountants use the word credit to 
mean the right-hand side of a ledger account. 

Its General Sense, Credit, in ordinary language, '‘also means 
‘trust or 'praise.’ 

It is, of course, the economic sense of the term ‘credit, which is 
of special importance to the students of Economics and in which it 
is habitually used by economists.' 

lOcJit lus been defincci by vanous wtkers in tlitTcrcnt ways. Vot instance, 
.\fc credit as the present Right (o a Future payment. I. W'atras calls 

credit as ‘the lending of capital*. Carlo P,Verrjres rcgaids credit as ‘the whole of 
those economic conditions because of which men consent to make payments in the 
pre'tnt on the promise of repayment in the future* 
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Essentials of Credit 

Credit involves three essentials : 

(i) Exc/tan^e-or Transfer of Value. The exchange or transfer of 
something valuable from one party to the other is an essential ele- 
ment of credit. Unless some goods or services have been transferred 
by one patty to the other, the rjuestion of the postponement of 
payment (/. o, credit) cannot arise.''^ 

(a) Tim, Time is involved in credit. In other words, every 
credit transaction involves futurity. It is, of coutce, the postpone- 
ment of ipayment to a future date which makes a transaction 
‘credit’ transaction. If the payment is made immediately it will 
become a cash transaction, pure and'simple. 

(5) Confidence. The most important and basic element of credit is 
conhdence. Unless one has confidence («) that the borrower is carry- 
ing on a profitable business in an efficient way, so that he would 
have the wherewithal to pay back the money at a future date : and 
(J>) that he is honest and would be willing to pay back his liabil'ty 
when he is able to do so, one would not grant credit. Confidence, 
which is based on the economic and moral qualities of the borrower, 
is the fundamental basis and the most important element of credit.^ 

Importance and Utility of Credit 

The importance of credit in the present age is too obvious to 
need detailed discussion. If you carefully see all around you, you 
will find that in every walk of economic life credit plays a vital part. 
The retailer purchases goods from the wholesaler on credit. The 
wholesaler, in his • turn, gets credit from the manufacturer. The 
manufacturer, again, gets capital, raw materials, etc,, on credit. In 
this way the entire economic structure is bound together by the 
string of credit. That is why the failure of one firm is often the 
forerunner of the failure of other firm operating in similar and 
dissimilar business fields alike. Large scale production, which is one 
of the most remarkable characteristics of the present age, has been 
made possible by credit in a very definite sense. Again, credit 
institutions (J, e., banks) and credit instruments (/?., written evidences 
of credit transactions which are used more or less- like coins and 
currency notes such as cheques and bills of exchange) are vital 

2Somc test-book writers mention amount as an clement of credit instead of 
exchaug!. The word amount is, however, vague, inespressive and of doubtful mean- 
ing, and in my op.inion it should not be used in the present context. 

3The element of confidence is so important that '’credit’ is now applied fay 
some writers to that belief in a man’s probity and solvency which will permit of 
his being entiusted with something of v.tlue belonging to another, whether that 
something consists of money, goods, services or even credit itself as' whtn one man 
entrusts to another the use of his good name and reputation — S. E. Thomas, 
Jlltments of Ecommics, p, 433. 
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constituents of the economic structure of a country. The importance 
of credit can, therefore, be easily realised. 

The main advantages of credit are the following : 

(1) Credit gives rise to credit instruments which serve the purpose 
of metallic currency. This is advantageous in three respects : (t/) 
Credit instruments constitute a cheaper medium of exchange than metallic 
coins, {b) Credit instruments are more convenient than metallic currency. 
For instance, a cheque of Rs. loo can be easily written, but the 
counting of coins worth Rs. loo and the ascertaining that they are 
all genuine, takes much time, if) Metallic coins cannot fully meet 
the currency requirements of the present-day society and credit instru- 
ments fill the gap with great efficiency. 

( 2 ) A natural corollary of the foregoing utility of credit is 
that it makes the transmission of mon y to distant places cheap and easy. 
If you have to pay your creditor at Madras Rs. i,ooOj you can send 
silver coins ; but much time, labour and money, will be saved if you 
send him just a bank draft* of that amount. 

(5) It makes possible the collection (f unspent part of the incomes of 
the people. Banks mobilize the' financial resources which might 
temain idle otherwise, by offering attractive rates of interest. The 
habit of thrift is thus inculcated in the masses. 

(4) The vast reservoir of capital formed, by collecting tiny 
streamlets of personal savings is allowed to flow out into the hands 
of entrepreneurs with brain and acumen but without adequate 
capital for carrying on business. Thus credit encourages production. 
Not only this ; by enabling payments to be postponed till it is 
convenient for the borrower to make them, it also diminishes difficulty 
and hardship. 

(5) Creiit minimises price fluctuations. When a boom is imminent 
and prices arc looking up, a check on credit expansion is likely to 
keep price stable. On the other hand, if a depression is about to 
set in and prices are going down, an expansion of credit might pre- 
vent its occurrence. Again, when trade is reviving slowly after a 
period of depression, gradual and systematic expansion of credit may 
ibc expected to bring up the prices to the pre-depression level. 

(6) Credit enables governments to obtain funds with which to 
meet emergencies when no other means^ are available for the 
durposc. 

(7) Credit enables individuals to tide over temporary financial di^icnl- 
ties. For instance, it makes possible the purchase of goods for 
consumption purposes pending the receipt of income, 

4.^ IhnCOnfi in simple hn5;a3(;c, a letter given by one bank office to it^ 
o*arn branch or Head Office or correspondent situated at some other place 
roicting U to p^y a definite sum of money to ih= pet'^on named therein. 
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Dangers of Credit 

Credit, which is the source of so many benefits and advan- 
tages, is also attended with some dangers. Credit is subject to human 
control ; and if that control is not exercised with caution and 
intelligence, grave repercussions are likely to follow. - The main 
dangers are the following ; 

(1) The liahtlify of credit to be issued in excess is its most important 
disadvantage. The issue of credit is a profitable job — the larger 
and more numerous the loans a banker gives, the more the interest 
it earns ; and the larger the credit a businessman allows, the higher 
the sales he makes. As such, there is always the danger of its being 
over-issued beyond the legitimate business requirements. The danger 
becomes particularly great ’during the time of business prosperity 
when unwise credit expansion often 1 ads to excessive zeal, over- 
production and speculation. To s feguard against this danger, the 
institution of Reserve or Central Bank has been devised. 

( 2 ) Credit may enable a man of doubtful ability to start a speculative 
and unprofitable business, only to ruin himself and others who have 
granted him considerable credit. Again, a businessman may continue 
a losing business with the help of borrowed capital. He may in this 
way disguise his financial weakness and increase his financial com- 
mitments only to make the consequences of his eventual failure more 
wide-spread and disastrous. Fortunately, people have become alive 
to his danger and a thorough invesiiga ion at the time of giving 
credit is found to be a dependable safeguard. 

\3) Credit enables consumers to obtain money iv /licit they often squander 
away recklessly and become financial wrecks. In our own country, 
a fait share of the rural indebtedness is the result of the borrowing 
of money for consumption purposes. 

(4) Modern credit organisation leads to the formation of monopolies 
and combinations and to central control, which use unfair methods of 
competition to crush their competitors, increase prices and explf'it 
labourers. This danger is sought to be checked by laws against un- 
fair competition and combination. 

§ I. CREDIT AND CAIITAL 

Whether credit is capital or not, is an oft-debated point. There 
has been some difference of opinion among economists on the subject; 
and though the controversy is of a theoretical nature and has there- 
fore now been relegated to the background, it has not been made 
absolutely free from the fog of confusion. 'Capital’, as we have 
already studied, is that part of wealth which is used for further 
production of wealth. To decide then, whether credit is capital or 
not, two questions arise : 
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constituents of the economic structure of a country. The importance 
of credit can, therefore, be easily realised. 

The main advantages of credit arc the following : 

(i) Credit gives rise to credit instruments which serve the purpose 
of metallic currency. This is advantageous in three respects : {a) 

Credit instruments constitute a cheaper medium of e>cchange than metallic 
coins, {b) Credit instruments are more convenient than metallic currency. 
For instance, a cheque of Rs. loo can be easily written, but the 
counting of coins worth Rs. loo and the ascertaining that they arc 
all genuine, takes much time, (c) Metallic coins cannot fully meet 
the currency requirements of the present-day society and credit instru- 
ments fill the gap with great efficiency. 

(i) A natural corollary of the foregoing utility of credit is 
that it makes the transmission of mon y to distant places cheap and easy. 
If you have to pay your creditor at Madras Rs. i,ooo, you can send 
silver coins ; but much time, labour and money, will be saved if you 
send him just a bank draft' of that amount, 

(3) It makes possible the collection rf unspent part of the incomes of 
the people. Banks mobilize the financial resources which might 
remain idle otherwise, by offering attractive rates of interest. The 
habit of thrift is thus inculcated in the masses. 

(4) The vast reservoir of capital formed, by collecting tiny 
streamlets of personal savings is allowed to flow out into the hands 
of entrepreneurs with brain and acumen but without adequate 
capital for carrying on business. Thus credit encourages production. 
Not only this ; by enabling payments to be postponed till it is 
convenient for the borrower to make them, it also diminishes difficulty 
and hardship. 

(5 ) Credit minimises price fluctuations. When a boom is imminent 
and prices are looking up, a check on credit expansion is likely to 
keep price stable. On the other hand, if a depression is about to 
set in and prices are going down, an expansion of credit might pre- 
vent its occurrence. Again, when trade is reviving slowly after a 
period of depression, gradual and systematic expansion of credit may 
\be expected to bring up the prices to the pre-depression level. 

> (6) Credit enables governments to obtain funds with which to 

meet emergencies when no other means, are available for the 
durpose. 

(7) Credit enables individuals to tide over temporary financial di^cul- 
ties. For instance, it makes possible the purchase of goods for 
consumption purposes pending the receipt of income. 

4A Bank* Draft is, in simple language, a letter given by one bank office to its 
own branch or Head Office or correspondent situated at some other place ins- 
tructing it to pay a definite sum of money to the person named therein. 
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This statement needs a word of caution. Credit transfers 
capital ; but it may transfer poly wealth. Take the case of Mr. X 
who gives a loan of Rs. 200 to Y for consumption. In this case 
wealth is transferred from X to Y. Credit thus transfers wealth 
in this example, not capital. ■ It must not, therefore, be supposed that 
credit always transfers capital ; it may also transfer wealth. 

Does Credit Create Capita! ? Sometimes credit creates capital. 
Sometimes a man possessing a certain amount of wealth has no use 
for it. It is not capital to him. He might give it on loan to another 
man who might use it productively. In such a case credit tonverts 
wealth into capital, or creates capital. 

Credit Mechanism 

In these days of enormous credit and efficient organisation, a 
well-organised credit mechanism has been set up to make credit 
arrangements easy, convenient and safe. Its two important consti- 
tuents are : {a) Credit instrume/Jfs which are the written evidences 
of credit transactions, e. g,. Bills of Exchange, Promissory Notes, 
etc., and (/') Credit //istitutiotts, i. e.. Banks which receive deposits 
and lend money to the borrowers. 

§ 2. CREDIT INSTRUMENTS 

Meaning 

In modern society, credit transactions are evidenced by written 
documents containing an undertaking to pay a definite sum of 
mpney. They are known as credit instruments. The important 
credit instruments are promissory notes, bank notes, bills of ex- 
change, cheques and hwidis. 

Credit Instruments and Money 

■ Cfedit instruments are given and accepted in discharge of debts 
just like money; but there are certain points of difference between 
money and credit instruments : (i) Money is always legal tender : 
a debtor can legally compel his creditor to accept it in due discharge 
of debt. Credit instruments, however, do not enjoy this privilege. 
{2) Because of the legal tender character, money is generally acceptable. 
A shop-keeper accepts rupee coins from the buyer because he knows 
, that others would unhesitatingly accept them. This is not the case 
with credit instruments. A person accepts a cheque or a //////di from 
another only if he is confident that the cheque or the hmidt will be 
duly honoured. In the absence of this certainty, he will refuse to 
accept it. Credit instruments are, therefore, only especially acceptable. 
( 3 ) Finally, credit instruments are written undertakings to pay money 
and must necessarily be different from money. They are, in a 
limited sense, substitutes for money. 

We shall now discuss the chief foims of credit instruments. 
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(/) Is credit -wealth ? 

(//) Is it used for further production of wealth ? 

(/) We have defined credit as postponement of payment \ it is an 
abstract co^ncept. In this sense, we cannot say that credit has utility, 
or is scarce or is transferable ; in fact, the statement does not seem to 
make sense. To a'gae it differently, we want credit not for Its own 
sake, but for the sake of the things and services that we can acquire if 
we are given credit. Hence credit in itself has no utility.. Hence 
credit is not wealth. 

(/7) As credit is not wealth, it cannot be capital. Hence the 
second question does not arise. Our conclusion, therefore, is that 
credit is not capital. 

Is a Credit Instrument Capital^ This is the next question which 
automatically arises at this stage. Now, a credit instrument docs not 
satisfy a want directly : wc do not want a credit instrument for its 
own sake. But since a credit instrument enables us to acquire things 
which possess utility, we want credit. Now since a credit instrument 
docs not satisfy a want, wc cannot say that it is wealth. If it is not 
wealth, it cannot be capital. Credit instruments, then, do not consti- 
tute capital. 

Credit H Ips in 'he Creation of Further Capital, But while credit 
or a credit instrument does not in itself count as capital, it certainly 
helps to create capital. 

Credit Transfers Capital, The true function of credit is to 
transfer capital from one person to another. If A gives credit to B, 
then A gives up the use of the purchasing power and B acquires the 
right to use that much of purchasing power. If you give me a loan 
of Rs. zoo, you forego the use of Rs. zoo and I acquire the right to 
use it. In this sense, then, credit is said to transfer capital. ‘‘Credit,” 
according to Ricardo, “does not create capital, it only determines by 
whom capital should be employed”. Similarly Mill said that “Credit 
being only the permission to use the capital of another person, the 
means of production cannot be increased by it but only be trans- 
ferred.” 

For instance, let us assume that some resources are lying idle. 
Later they are given on credit to a producer who might bring the 
idle resources into act'on and may thus augment capital. Here wc 
can say that credit augments capital. But it does not necessatHly 
create capita^ in all cases. 

Our conclusions, therefore, are that (/') credit is not capital ; 
(//) a credit instrument is not capital; (//;) credit serves to transfer 
wealth or capital ; and (Jv) credit does not necessarily increase 
capital. 
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Bill of Exchange 

Deiinifioti. A bill of exchange is legally defined as an instru- 
ment in writing contaioing an unconditional order signed by the 
maker, directing a certain person to pay a certain sum of money 
only to, or to the order of, a certain person, or to the beater of 
the instrument. In simple words, a bill of exchange is an order 
from a creditor to the debtor to pay a certain sum of money to 
himself or to a specified person or to the bearer. 

Parties to a Bill. .There are three parries to a bill of exchange — ’ 
the drawer, the drawee and the payee. The person who draws or 
makes thejbill, /.e., the creditor, is called the drawer ; the person 
on whom the bill is drawn, Z.^., the debtor, is called the drairee ; 
while the person who is authorised in the bill to receive the payment 
is known as the payee. 

Demand and Time Biljs. A bill of exchange may be payable 
on demand when it is known as Sight or Demand Bill, or it may 
be payable after a specified period when it is known as Time or 
Usance Bill. In the case of Time Bills, three days of grace are added 
to the specified time in order to arrive at the due date. No such days 
of grace are allowed in respect of Demand Bills. Time Bills must 
pay an ad valorem stamp duty which is not charged on Demand Bills. 

Acceptance.- A time bill, after it is properly written,’ is presented 
to the acceptor for his acceptance. He accepts it by writing the 
. word, accepted on the face of the bill with his signature below it. 

• After acceptance a bill becomes a document binding on the 

accepror. It is then known as Acceptance. The following is an 
example of a bill of exchange. 


Rs, loo 

Allahabad. 

April 1 5, i95a. 

\ 

j Two months after sight of this bill, pay to me 

\ 

\ 

j or my order the sum of rupees seven hundred only 

1 Stamp 

1 'for value received. 

I 

1 

1 ' For Kfitab Mahal, Allahabad, 

i 

i S. Niwas, 

To 

Proprietor. 


The Krishna Press, 

Allahabad. 


This bill has been drawn by • the Kitab Mahal, (the drawer) 
on the Krishna Press, (the drawee). Kitab Mahal is specified 
as the payee. The bill will be accepted by the drawee by writ- 
ing the word “Accepted” with his signatures across the face of the 
document. 
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Promissory Notes 

Definition. A promissory note has been legally defined as an 
instrument in writing (not being a bank note or a currency note), 
containing an unconditional undertaking, signed by the maker, to 
pay a certain sum of money only to, or to the order of, a certain 
person or to the bearer of the instrument. 

Parties to a Promissory Note. There are two parties to the pro- 
missory note : (a) the person who makes and signs the note and 
thereby undertakes to pay, called the maker ; and ( 2 ) the person to • 
whom money is to be paidj called the payee. 

Demand and Time Promissory Notes, A promissory note contains 
a promise to pay money either on demand when it is called a 
Demand Promissory Note, or after some time when it is described 
as a Time Promissory Note. 

The notes issued by the Reserve Bank are promissory notes 
but they have been specifically excluded from the legal definition 
of the term. Promissory notes, other than Bank notes or Currency 
notes, are written on stamped papers, the value of the stamps being 
ad valorem^ i.e.y it varies according to the value of the document. 
The following is an example of a promissory note : 

Allahabad. 

July i3, i952. 

Stamp Rs. 3oo only. 


Two months after date, I promise to pay to’ Messrs 
Ramji Lai Shyamji Lai & Co., or order, the sum of Rupees 
three hundred only, for value received. 

For Narayan Press, 

(Sd.) G, P, Tiwari. 

Bank Notes and Currency Notes 

Bank notes or currency notes are promissory notes, as they 
contain the promise of -the Government or the Central Bank to 
pay a certain sum of money on demand to the bearer of the in- 
strument. If a note is issued by the Government, it is known as 
Currency Note ; but when it is issued by the Central Bank, it is 
known as the Bank Note. Bank or currency notesj though credit 
instruments, are, in fact, money since they are always legal tender. 
As such, notes differ from other forms of credit instruments in. 
all the respects in which money differs from them. 
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Bill of Exchange 

Deftniiion. A bill of exchange is legally defined as an instru* 
raent in writing containing an unconditional order signed by the- 
maker, directing a certain person to pay a certain sum of money 
only to, or to the order of, a certain person, or to the beater of 
the instrument. In simple words, a bill of exchange is an order 
from a creditor to the debtor to pay a certain sum of money to 
himself or to a specified person or to the bearer. 

Parties to a Bill. There ate three parties to a bill of exchange — ’ 
the drawer, the drawee and the payee. The person who draw.s or 
makes theibill, i.e., the creditor, is called the drawer ; the person 
on whom the bill is drawn, /.e., the debtor, is called t\\& drawee ; 
while the person who is authorised in the bill to receive the payment 
is known as the payee. 

Demaad and Time Bills. A bill of exchange may be payable 
on demand when it is known as Sight or Demand Bill, or it may 
be payable after a specified period when it is known as Time or 
Usance Bill. In the case of Time Bills, three days of grace are added 
to the specified time in order to arrive at the due dale. No such days 
of grace ate allowed in respect of Demand Bills. Time Bills must 
pay an ad valorem stamp duty which is not charged on Demand Bills. 

Acceptance.- A time bill, after it is properly written,’ is presented 
to the acceptor for his acceptance. He accepts it by writing the 
. word, accepted on the face of the bill with his signature below it. 

■ After acceptance a bill becomes a pukka document binding on the 
acceptor. It is then known as Acceptance. The following is an 
example of a bill of exchange. 


Rs, 7oo 



Allahabad. 

April 1 5, i 95 2. 

i 

i 

1 

j Stamp 

1 

) 

Two months after sight of this bill, pay to me 
or my order the sum of rupees seven hundred only 
for value received. 

' For Kitab Mahal, Allahabad, 

S. Niwas, 

To 

The Krishna Press, 
Allahabad. 

Proprietor. 


This bill has been drawn by ■ the Kitab Mahal, (the drawer) 
on the Krishna Press, (the drawee). Kitab Mahal is specified 
as the payee. The bill will be accepted by the drawee by writ- 
ing the word “Accepted” with his signatures across the face of the 
document. 
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Inland an i For *.ign Bills, A Bill of Exchange is used not only 
-in respect of inland "dealings but also in respect of international deal- 
ings. The former type of bill is called the Inland Bill and the 
■latter the Foreign Bill, Foreign Bills render an important service to 
the business community. If metallic coins were to be used for pay- .• 
ing foreign creditors, two difficuhies will arise: Firstly, foreigners 
will refuse to accept coins on their face value since they are not • 
•current in their own country. They will accept them only as bullion. 
Secondly, much time, labour and money will be wasted in shipping 
•coins from country to country. These difficulties are solved by the 
use of Bills of Exchange. The London creditor may just draw a bill 
on his Calcutta debtor and sell it in London to a man who has to 
make payment to his Bombay creditor. The London creditor thus 
gets his money immediately from a Londoner. The latter sends this 
bill to his Bombay creditor who presents it to the Calcutta debtor 
(the drawee) and receives payment from him. Thus accounts are 
settled without a single pie being shipped from either country. 

The diagram given below shows how accounts are settled. 

Bill of Exchange No/e 


(i) It has three parties— draw- (i) It has only two parties — 

wer, drawee and payee. issuer and payee. 


London 


Calcutta ( 

A < 

Acceptance — 

B i 

Creditor 

given to A 

Debtor 1 

(To receive) 


(To pay) 

1 

1 


A 

1 

r 

BiU 


1 i 

Bill i 

(sold by 


(paid by B to D) 

A to C) 

1 


1 I 

I 

1 . 

V 

- 

\ 

1 

c 


D 

Debtor 

Bill 

Creditor 

(To pay) 

(sent to D) 

(To. receive) 


It is the balance of the mutual indebtedness of the two coun- 
tries which alone has to be liquidated by shipping metal or coins. 


A Bill of Exchange and a Note 

A bill of exchange differs from a currency or bank note in 
significant respects : 
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,( 2 ) It is an order to paju ( 2 ) It is a promise to pay. 

(3) It requires acceptance by (3) It does not require accept- 

drRwee. ance. 

(4) It may be issued by any- (4) It is usually issued by the 

body. ’ -Government or the Cen- 

tral Bank. 

.(5) It is not legal tender arid (5) It is legal tender and is a part 

is not a part of cur- of currency, 

rency. 

(6) It fray be demand or time. (6) It is always demand. 

>(7) It cannot be re-issued. (7) It can be re-issued. 

(8) It is not subject to special (S) It is issued under special Act. 

restrictions (Except those 
imposed by the Negoti- 
able Instruments Act), 

((9) It is very important in (9) It is not so important, 
making foreign payments. 

( 10 ) A bill may be drawn in a (lo) It is not so drawn, 
set of three. 

Cheque 

Definition. A cheque is an instrument containing an uncondi- 
tional order drawn signed by the depositor directing his banker 
to pay . on demand a definite sum of money to himself or to the 
person -named therein or to the bearer of the cheque. Legally it 
has been defined as a bill of exchange drawn bn a specified banker, 
4 ind not expressed to be payable otherwise than on demand. In other 
words, (7 demand hill of exchange drawn on a banker is known ascheque. 

When a depositor opens a current account with a bank, he is 
given a cheque book. Wlienever he desires to withdraw money 
, himself or to make payment to some other person, he fills in a 
•cheque ; and cashes it wi-h his banker or gives it to the other person 
who cashes it with the banker. Banks have now begun issuing cheque 
books to savings banks depositors also. 

Parties to a Cheque. Like a bill of^ exchange, a cheque has three 
parties, (i) the drawer, the depositor who writes the cheque; ( 2 ) 
the drawee, the bank bn whom the cheque is drawn; and (3) the payee, 
the person specified in the cheque for receiving payment. Cheques are 
Jiof three kinds : bearer cheques, )order cheques and crossed cheques. 

Bearer Cheques. A bearer cheque is made payable to the beater, 
i. e., it is payable to the’ person who presents it to the bank for 
•encashment. The bank is under no liability to ascertain that the pay- 
ment is made to the right person. If a man finds a bearet cheque 
lying on a street and gets it encashed by the bank, the latter is not 
liable for the wrong payment. Bearer cheques do not require 
endorsements. The following is an example of a bearer cheque : 
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No. A 5 3o2 

Allahabad. June i, i9'52. 


IMPERIAL BANK OF INDIA 


Allahabad 

Pay 

to Dr. R. Dubey or bearer rupees five • hundred 

only. 


For Ki^ab Mahal, Publishers, 

Rs. 5oo. 

S. N. Agarwala, 


Manager. 


Order Cheque, A cheque made payable to a certain person 
‘‘or order^’ is called an order cheque. In the case of an order 
cheque, the bank is liable to ascertain that it is paid to the 
right person. If the payment is made to a wrong person due 
to the negligence of the bank, it shall be responsible for wrong 
payment. An order cheque must also be endorsed at the time of 
its transferability. Endorsement is effected by signing the name on 
the back of the cheque. In the absence of an endorsement, the 
transference of the order cheque will be invalid. 

Crossed Cheque, Sometimes two parallel and transverse lines, 
are drawn across the face of the cheque with or without the words 
“A/C’* or “& Co./’ etc. Such a cheque is known as a crossed 
cheque. A crossed cheque cannot be encashed at the counter of the- 
drawee bank. The bank on whom it is drawn s’^all pay it only to a 
bank. When a mao receives a crossed cheque, he usually deposits 
it with his own banker who collects it from the drawee bank. Such 
cheques are absolutely safe as chances of wrong payment are evidently 
minimised, 

A Cheque and a Bill of E\shauge. The following ace the points, 
of difference between a cheque and a bill of exchange: 


Cheque 

(1) It is always drawn on a 

banker. 

( 2 ) It is not accepted. 

(3) It is_ always payable on 

demand. 

(4) It is used, generally, for 

internal circulation only. 

(5) It may be crossed. 


Bill of Exchange 

^i) The drawee may not be a. 
banker. 

( 2 ) It is accepted, unless it is a 

demand bill. 

(3) It may be a demand or a time 

document. 

(4) It is a very important means 

of settling international in- 
debtedness. 

(5) It is never crossed. 
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■(6) The drawee is not bound (6) The drawee who has accepted 
to pay, and will not pay, in it is bound to pay it under 
case of any irregularity. any circumstances. 

'(7) The bank is protected against (7) The bank which pays a bill 
forged endorsement of a containing a forged endorse- 

cheque drawn on him. ment cannot debit the accep- 

tor for the amount. 

.(8) Any delay in the present- (8) If the (time) bill is not present- 
ment of the cheque to the ed on due date, drawers and 

bank does not free the endorsers become free from 

drawer and endorser from liability, 

liability, ynless the bank 
fails in the meantime 

A Cheque and a Bank Note, The following are the points of 
<3iffe£ence between a cheque and a bank note: 

• Cheque Bank Note 

ki) It is not legal tender. (i) It is legal tender. 

.(a) It is an order to pay a (a) It is a promise to pay a certain 

certain sum of money. sum of money. 

{3) It may be bearer or order; (3; It is always bearer. 

■(4J It is drawn by a depositor. (4) It is made by issuing authority — 

the State or the Central Bank. 

(5) It may be crossed. (5) It is not crossed. 

(6) Its life is short as It docs not (6) It has long life as it inspires 

inspire confidence in all. great confidence in all. 

Cheques in India, Cheques have many advantages. They consti- 
tute a very cheap medium of exchange ; their volume t^aries directly 
and automatically with currency requirements of the country ; d 
they have many other merits besides. It is unfortunate that in our 
country the use of cheques is not well developed. The following 
are the means by which the practice of udng cheques can be extend- 
ed in this country: (i) The masses of the country are mostly ilijter- 
ate and cannot write cheques. Attempts must be made to spread edu- 
cation among them while banks should devise some method of 
enabling even the illiterate to draw cheques, (a) At present cheques 
must usually be written in English. All persons do not know 
English, which prevents the use of cheques on a large scale. 
Attempts must be made to persuade or compel banks to make use of 
vernaculars. (3) Banks should provide facilities for prompt encash- 
ment of cheques at the counter. Traders and other customers should 
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be encouraged by banks to use cheques* (5) Joint stock and co- 
operative banks should allow money to be withdrawn from savings 
bank accounts by cheques. Cheques should be accepted in payment 
of land revenue, local rates and taxes. (5) The Government and 
local bodies should also make payments through cheques. (6) The 
Imperial Bank should adopt the policy of charging low rates of 
commission on up-country cheques. (7) Finally, extension of bank-^ 
ing facilities is likely to encourage cheque habit. 

Bank Draft 

A bank draft is a cheque drawn by one bank upon another 
bank or its own branch situated at a different place, requiring it to 
pay a certain sum of money to a specified person or to his order or to 
the bearer. A bank draft may be inland or foreign. Usually per- 
sons who have to make payments to distant creditors go to their bank 
to obtain a bank draft. They have to deposit with the banker the 
amount to be remitted plus a small commission. Draft is then issued 
which is sent to the creditor concerned who gets it encashed. • 

Hundi 

Definitloiu Hundi is the oldest surviving form of credit 
instrument in this country. In simple words, a hundi can be defined 
as a written order, usually unconditlohal^ drawn by one person on 
another for the payment, on demand or after a specified time, of a 
certain sum of money, to a person named therein. A hundi is not 
quite an Indian bill of exchange as the existing text-books often make 
it out to be.'* A bill of exchange is always an unconditional order 
while a hundi is sometimes conditional. 

Function of Hundis, Hundis play a very important part in the 
financing of the internal trade of this country. It is a convenient 
form of remittance of money from one place to another. It is also 
used for getting advances. A merchant in need of funds sometimes 
draws a hundi on his agent or some other person or firm with whom 
an arrangement is made beforehand, and gets it discounted at the 
bank. But the bundi does not occupy the same position in India as 
the bill of exchange does in England. A hundi does not contain 
anything to show that it is drawn against commercial goods and, as 
such, banks do not readily accept it. Usually they require endorse- 
ments of well-known bankers on it. 

Sub-divisions of Hundis. A hundi moy be darshani^ /. .payable 
on demand, or tnuddaii^ /. payable after a specified period.- 

. 5 Dr. T. C. Jain, hidigenous J^anking. 
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Datshani and Muddati bundles arc sub-divided into ; (/) Dhanij&g 
Bmdu DhaBjog hundi is payable to the Dbani or possessor or bearer. 
The bank is not liable if somehow the payment is made to the wrong 
person, {ii) SbahjogUnndi. hundi is payable to ‘Shah,’ ;.f., 

to a respectable person. The bank which pays a Shahjog hundi is 
responsible to see that the presenter is the proper person to receive 
the payment. The Shahjog hundi is like a crossed cheque, the only 
difference being that such a cheque is paid to a third party through x 
bank while the hundi is paid only to the special Shah. {Hi) Firmafijog 
Hundi. This is made payable to order, the word Firman meaning 
order. (/V) Dekhanhar Hundi. It is payable to bearer. 


SPECIMEN OF A HUNDI 
Om 

Number 345 

Siah shret Allahabad shubhslhai sbra pitri bhai Navin Narain 
Shri Narain likhi Ft ah se Sri Niiras Sri Murari ki ram ram banckana. 
Appranck hundi kit a nag ik rupia 250 ankln do sati pacha! jiskt 
nime rupia ek sau pachchis ka dwia pur a at he rakhi. The Makaluxmi 
Ft ah bank Limited mas rniti Bhadon sudi Naumi se din SO sath pichche name 
shajog Hundi chalan kildar dip a, mlti Bhadon sudi 9, Satmat 197S. 

TRANSLATION 

Om 


No. 345. 

To Messrs Navin Narain Sri Narain of the pleasant and prosperous citv .of 
Allahabad, Sri Niwas Sri Murari send their greetings from Etah. Further.'a hundi 
ofRs.250, in words Rupees two hundred and fifty, ihe half of which is one hundred 
and twenty- five pav the double of this to the Mahalu.vmi Etah Bank. Limited, from 
Bhadon sudi 9 afrer_60 days in current money with Emperor’s head after due 
inquiry. .Bhadon sudi 9, samwat 1978. 

Explanation. This is a time Shahjog hundi. Messrs. Sri 
Niwas Sri Murari are the drawers; Messrs Navin Narain Sri Narain, 
the drawees, and Mahaluxmi Etah Bank, Limited, the payee. The 
Hundi is written for Rs. z5o. 


. QUESTIONS 


l._ Explain the various senses in which the word Cred-t is used. Explain its 
economic senses as clearly as you cao. ^ 

^ 2- What are the essentials of credit T Show its importance and utilitv W'hat 
arc Its dangers ? " 




monev 


Define credit, is credit capital ? 

4.^ Explain the meaning of the tcim. credit instruments. Do they differ from 


rv-j, of promissory note, .a bill of e.xchange and a cfaeouc 

W hat are the panics to each of them ? fc> ** eacq jc. 
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. -6. Explain time and demand bills and inland and foreign bills. . 

7. Compare a bill of exchange witK a promissory note'/a cheque with ’ a bill 

-of exchange^ , and a cheque .with a bank note.' . i 

8. Write short notes on bank drafts crossed, cheques and bundis. 

9. Write an essay on nundics^ describing their functions and variedes. 

10. To what extent are cheques used in India ? Should their use be popular- 
ised ?’ Why and how ? 

- , examination questions 

U, P. Int. Arts 

1. Write note on Hundis and cheques. (1951,1948) 

2. What are the advantages of the use of cheques ? Are they money ? (1950) 

3. Write a note on a draft. (1950) 

4. Write a short note on Clearing House, (1949) 

5. What is a Cheque. How docs the Cheque System benefit both the 
depositors and the bank ? (1948,1941) 

6. What are the essentials of credit ? Show its importance and utility* 

What are its dangers ? (1946) 

7. {a) What is a Bill of Exchange ? How does it help in the internal or 
external trade of a country ? 

(h) Mohan & Sons of Kanpur sell goods worth Rs. 1,000 to Sbyamlal 
Sc Bros, of Banaras. Please dtaw a demand bill on behalf of the seller, payable to 
Rama Sc Co., Banaras. (1944) 

8. (a) Distinguish a cheque from a note. 

(h) Give a specimen of an order cheque for Rs. 50 drawn on the Imperial 
Bank of India, Allahabad Branch, by Ram Prasad, payable to the U. P. Electric 
Supply Co., Ltd., crossed ^Not Negotiable,* 

(c) Can this cheque be dishonoured ? (1943) 

9. Define a credit instrument. Distinguish between *a bill of exchange, a 
currency note and a cheque. Indicate the means by which the practice of using 
cheques can be extended in this country. (1935) 

10. State what you know about Htindi. Give a specimen of a Hfoidi used 
in your locality and explain its meaning as clearly as you can. (1930) 

U. P., Im. Com. 

1 1. What is a cheque ? What is the object of crossing a cheque ? Prepare 
a cheque and cross it specially. (1945) 

12. Explain the different types of Hundis that circulate in this country and 
define their legal position. (1932) 

JRajputana, Inter, Arts 

13. Write a short note on difference between a note and a cheque. (1944) 

14. What is meant by credit ? What are the services rendered by credit to 
trade and industries in India ? (Raj., I. A., 1943) 

15. What are the advantages of cheque ? (1941) 

16. What do you understand by {a) a cheque, and {h) a bill of exchange ? 
Explain how far they have helped the development of commerce in India. 



CREDIT AND CREDIT INSTRUMENTS 


5i7 


^a}., Int. Com. 

17. W/ritc a note on Bills of Exchange. (1949} 

18, Write a note on Hundis (1948, 1947) 

19-A. State what you know about Hundis. Give a specimen form of a 
Hundi used in vour locality and explain' its meanint as clearly as you can. 
(1945; 

19-B. Distinguish between a cheque and a bank note, Tbc use of cheque 
involves the element of belief to a much greater extent than that of a bank note. 
Explain, (1944) 

Patna, Int. Com. 

20. Write a note on Bank Draft. (1949 S) 

21. What do you mean by Rate of Exchange ? Should it be stable? (1949 S) 

22. Explain the mechanism for the payment of international obligations'. 
\yhy,is it that the <2cntral Bank discounts only those bills which bear at least one 
signature of a sound financial concern ? (1948 A) 

23. Write notes on : 

(a) Credit money ; 

{b) Bill of Exchange. (1948 A) 

24. What do you mean by rale of exchange ? Why is it that the rate of 

exchange remains stable in the case of Gold Currencies ? Does a country gain any 
advantage by stability in the rate of exchange ? (1948 S) 

Sagar, Int, Arts 

25. Write notes on ; 

♦ (/> Bearer and order cheques, 

(/;) Bill of Exchange. (1949) 

26. What are the chief instruments of credit ? How they facilitate the settle- 
ment of business transactions ? (1949 Supp) 

27. What is a Bill of Exchange ? How does it operate ? What arc its 
advantages ? (1948) 

28. Write a note on different kinds of cheques, (^1948) 
jNagpur, Int. Arts 

29. Give tbc distinguishing features of a bill of exchange. How and why 
is it discounted ? Clearly explain how' it saves the use of money. (1948) 

30. What is a ^crossed cheque.’ Discuss its merits as mode of payment. 
(1947) 

Nagpur, Int. Coin. 

31. What is a crossed cheque ? Discuss its merits as a mode of payment. 
(1947) 

32. Write a note on Bills of Exchange. (1946) 

'Travancorc, Int. 

33. What is a Bill of Exchange ? What part does it play in business ? (1943) 
^Panjab, Inter. 

34. Write a short cote on a crossed cheque. (1949) 

35. W’rite a short note on a Bill of Exchange. (1949) 

Delhi, Higher Secondary 

36. Write a short note on a Bill of Exchange. . (1951) 

37. What arc various kinds of credit instruments? (1950) 
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BANKS 

'• I was discussing the Bank Return with the Govern r of the Bank during 
the war^ and mentioned that there was only one line of it which I thought I under- 
stood, ^Gold coin and Bullion/ The Governor, with a twinkle in his eye, replied^ 

Leaf, I do not think you understand even that.’* — 

Bank is an institution which deals in money and credit ; it is 
often styled as a credit institution. We shall briefly study this 
vitally important limb of modern economy in this chapter. 

Definition of Bank 

Banks perform a large variety of functions in the modern 
society. As such, the word ‘Bank* has been defined in numerous 
ways according to the aspect, or aspects, specially emphasized by 
writers. The simplest definition of the word ‘Bank’ is the one 
which emphasizes the essentials of this institution, A bank, as 
everybody knows, receives deposits from those who. want to 
commit their wealth to safety and also earn some interest ; in 
other words, it borrows money. It also lends money to the needy. 
The borrowing and the lending of money are its essential functions. 
It may, therefore, be defined as an institution which borrows 
and lends money. As the purchase and sale of the use of 
money are credit operations, economists usually define banks as 
institutions dealing in credit and money, 

Functions and Utility of Banks ^ 

The modern bank performs numerous functions which throw 
light on the variety of the services it renders to the modern 
civilized society. They have been rightly styled as the “nerve- 
centre of the modern world”. These functions can be conveniently 
divided into three classes : (i) Primary Functions ; ( 2 ) General 
Utility Functions ; and (3) Agency Functions. 

(i) Primary Fun:tions, The primary and essential functions 
of a bank, as is evident from the definition of the word ‘bank’, 
are two : the borrowing and the lending of money. A bank 

1 Some authorities on banking give importance to the maintenance of current 
accounts. Thus Hart says, ''A banker is one, who, in the oidinaty course of bis , 
business, receives money which he repays by honouring cheques of persons 
from whom, or for whose account, he receives it”, (Hart, ofBanhng), 

Some economists maintain that the diversity of modern banking operation in order 
to satisfy the changing needs of our dynamic society forbids all attempts at an 
exhaustive definition of the term bank. We should describe the functions of 
various types of banks rather than define the bank itself. For instance. See Rau, 
E.hnjentary Bankhig^ 
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boitows money with one hand in order to lend it with the 
other ; and this essential feature of its business remains the 
same whether the bank is a vast joint stock organization^ with 
a wealth of resources and net-work of branches and agencies, or 
a comparatively small private bank or “a pioneec bank in a new 
country, with a stock-in-trade consisting of a tent, a safe, a 
trestle table and a revolver”. 

(«) The Borroiving of Money. Banks borrow money in the 
shape of deposits. Persons having money but faced with the 
problem of its proper investment or safe custody, deposit it 
with banks and, in many cases, receive interest. 

Money may be deposited in a Current Account or a Fixed Deposit 
Account or a Savings Bank Account. In the case of a Current 
Account, the deposited money may be withdrawn by cheques when- 
ever necessary and no notice need be given to the bank. Usually 
no interest is given on current deposits, unless a minimum 
balance of a considerable sum is maintained. In the case of F/x«rf 
Deposit Account, the deposit is made for a fixed period and is not 
withdrawable before the expiry of that period. An attractive 
rate of interest is given on such deposits. In the case of a 
Savings Bank Account, money deposited may be withdrawn with 
certain limitations ; for instance, in Post Office Savings Bank 
Deposits, withdrawals may be made only once a week and if a. 
large sum is to be withdrawn, previous notice to the Post 
Office is necessary. Such deposits carry a moderate rate of interest. 

This function of the bank encourages people to save money. 
When it is known that an easy and convenient means of safe and 
profitable investment of money in the shape of deposits is 
available, people who would have otherwise spent all their 
income or hoarded it underground, do not do so. They begin to 
take pleasure in seeing the balance of their Bank Pass Book increas- 
ing in amount through deposits and interest. 

Qi) The Lending of Mo-ey. The small deposits received by 
banks together constitute a huge amount. This is lent out 
by the banks to capable agriculturists, industrialists and busi- 
nessmen, who invest it in their ventures to their own profit 
and to the economic advancement of the country. The tiny 
streamlets of individual savings flowing into .bank vaults ate 
thus made to flow out as mighty rivers to irrigate the fields of 
agriculturists, to move the wheels of industry and to float the 
vessels of commerce. The great service rendered by banks in 
converting huge idle resources into active capital by acting as 
a sort of standing brokers between the quiet saving districts 
and persons, and the active employing districts and persons, is 
too much to be appreciated. Money is lent to industrialists 
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agriculturists aud traders ia various ways. The discountdag 
of bills of -exchange and the granting of overdraft on current 
accounts are two important methods of commercial credit. 

( 2 ) Generah.Utilitj Inunctions. Besides the primary functions 
mentioned above, the modern bank performs many miscellaneous 
functions which are of great general utility, (a) Issue of Notes* The 
issue of notes is visually entrusted to a duly constituted Central or 
Reserve Bank of the country which has the capacity to perform 
this function more efficiently than the Government. In India the 
sole right of the note issue is vested in the Reserve Bank of India. In 
Great Britain, the Bank of England enjoys this privilege, {b) Supply 
of Currency* Modern banks are means through which not only paper 
currency but all forms of currency are put into circulation. They 
also discharge the relative duty of withdrawing from circulation 
light coins and defaced note, (c) Issue of Credit Instruments* Banks 
create credit instruments like bank drafts, cheques, letters of credit, 
etc., which economise the use of metallic currency, make the trans- 
mission of money over long distances convenient and cheap, and 
remove the want of medium of exchange felt by modern communi- 
ties, currency alone being inadequate to meet the entire need, {d)* 
Foreign Exchange business* In olden days, each country used to have 
different kinds of money in different parts, and bankers did the useful 
work of changing one kind of money into the other kinds. This 
gave them the name of ^money changers’. This function has now 
become defunct. as each country has begun to maintain a uniform 
currency throughout its length and breadth. But different countries 
still possess different currencies and banks play the important role 
of purchasing and selling foreign currency, foreign bills of ex- 
change and other credit instruments in exchange for the currency 
of the country in which they are situated. They facilitate foreign 
trade to an appreciable degree. (?) Safe Custody of Valuables* Banks 
undertake to keep in safe custody valuables and important documents 
in specially constructed strong rooms which are sure safeguards 
againstiire and theft. The small payment charged by them for 
the purpose is nothing in comparison to the utility of the service 
rendered. 

Agency Functions* Banks also reader many ‘‘agency services’^ 
by acting as agents of their customers in various capacities, (a) 
They collect and pay cheques, realise dividends and interest and 
pay subscriptions and insurance premiums in the capacity of special 
agents of their customers, (b) Banks conduct stock and share trans- 
actions on behalf of their customers, (r) They act in various 
other agency capacities such as those of trustees, attorneys and 
executors. 
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Kinds of Banks 

The financial requitemerits of the modeta community are 
diverse and various so that different types of banks have been set 
up for specializing in different kinds of work, as mentioned below : 

1 . Commercial Banks. They finance the internal trade of a 
country. They collect the floating capital of the com- 
munity and finance the temporary needs of commercial 
transactions. 

2 . Exchange Banks. Their sole concern is. to finance the for- 
eign trade of a country. 

3. Indus (rial Banks. They finance the industries requiring longr' 

term credit. 

4. Agricultural Banks. They finance agriculture. As a rule, 

they provide the long-term finance, 

5. Co-operativ: Banks, They are usually started with the object 
of financing short-term needs of agriculture and indus- 
tries. 

6. Savings Banks, They mobilise the small savings of the 
people in the savings bank accounts. 

7. Indigenous or Private Bankers. In most of the countries 
there is a large number of private or individual bankers 
who have been catering to the various financial requircr 

, , ments of the community as a hereditary occupation. 

Bai^s Lend More than What They Deposit 

An interesting aspect of the banking business is that banks 
arc in a position to make advances much larger than the deposits 
that they receive. It is a sort of anomaly and often puzzles students. 

In order to understand this problem, it should first be made 
clear that the money borrowed from a bank is usually deposited 
in the same bank by the borrower, either because the bank insists 
on it or because there are certain advantages in having a current 
account deposit. It is this procedure which makes the deposits 
of a bank so large. Such deposits are known as credit deposits as 
against deposits, i.e., the deposit of actual'cash. Now banks 
know on the basis of their past experience that the whole of the 
money deposited is not withdrawn at any particular time. The 
maximum possible, demand is usually a certain percentage of the 
total deposits. This percentage may come to lo per cent. Banks 
will, therefore, keep a to per cent “reserve” against deposits and lend 
the remaining amount. Thus, suppose a cash deposit of Rs. i,ooo 
is rhade with a particular bank. It will keep (to per cent of 
Rs. i,ooo) Rs. too as reserve against this deposit and give a loan 
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of Rs, 9oo. This amount will be deposited by the borrower in the 
same bank. It will keep (lo per cent of Rs. 9oo) Rs. 9o as reserve 
against this deposit and give a fresh loan of Rs. 810 . This process 
will be repeated as long as possible. According to this policy, the 
bank will be in a position to lend roughly ten times more than the 
cash deposits it receives. 

ProjBt and Loss Account and Balance Sheet of a Bank 

The important accounting documents of a bank are : (i) Profit 
and Loss Account, and ( 2 ), Balance Sheet. 

Profit and Loss Account. A Profit and Loss Account shows the 
Parlous items of income and expenditure^ strikes out the net profit or loss^ and 
explains the appropriation thereof. The following is an imaginary 
Profit and Loss Account of XYZ Bank, Limited. 

Profit and Loss Account of the XYZ Banh^ Li mi ted y for the year 
ending December 31 ^ 1952, 


Dr. Cr. 


Particulars 

Rs. 

) 

Particulars 

1 i 

Rs. 

1 

To General Expenses 
To Depreciation of 1 
Premises 

To Income Tax ... ' 

To Balance 

25,000 

9.000 ! 

5.000 

123,000 

By Balance 

By Interest and I 

Discount ... i 

f 

« f « • ft • i 

! 

10,000 

X 5 0,000 

« ft • 


160,000 

1 

1 

x 6 o,ooo 

To Dividend Paid ... 

100,000 

By Balance ... , 

123,000 

To Balance 

25,000 

i 

1 



125,000 

1 

1 

1 

1 

123,000 


In this account the left-hand (debit) side records all items of 
loss and expenditure and the right-hand (credit) side, of gain or 
income. The balance of Rs. 125,000 is the net profit of year i952. 
Its appropriation is shown in the lower half of the Account : 
Rs. 100,000 are paid in the shape of dividends, leaving a balance of 
Rs. 25,000. 

Balance Sheet, Balance Sheet is a statement showing the assets and 
liabilities of a concerny thus giving an . idea of its financial position, 
indicate the properties in the possession of the bank and the 




BANKS 


5a5 


money owing to it by others. Assets are shown on the right-hand 
side of the Balance Sheet. Liabilities ate the financial obligation^ 
of the concern and are shown on the left-hand side of the Balance 
Sheet. We give below an imaginary bank’s balance isheet for the 
sake of illustration. 

Balance Sheet of the XYZ Bank^ Limiiedyfor the year 
ending December 31 y 1952 


Liabilities 

t 

i 

Rs, 1 

1 

Assets j 

1 

Rs. 

1 

Authorized Capital ; 


Cash in. hand and 


5 0,000 shares of 


at Bank 

5oo,ooo , 

Rs. id each 

5 00,000 

Money at call and 




short notice 

100,000 

Issued Capital ; s5 ,ooo 


Investment in 


shares of Rs. j o each 

2 50,000 

Securities 

1,000,000 

•Subscribed Capital : 

i 

Loans and Ad- 

i 

20,000 shares of 


vances 

100,000 

Rs. 10 each 

ZOOjOOO 

i 

i 

Paid up capital : 


Bills Discounted ! 

X 5o,ooo 

20,000 shares of 


j 

■ 

Rs. lo each 

200,000 

! 


Reserve Fund 

i9o,ooo 

Banks Premises 

75,000 

Deposit Accounts 

1, 5 00,000 



Interest Account 

10,000 



Profit and Loss 



1 

Account 

25,000 




1,725,000 

‘ 

1,725,000 


Liabilities. ^ This Balance Sheet needs explanation. We shall 
discuss -the liabilities first, (i ) Capital. Capital is the first item. Capi- 
tal is of various kinds. Authorised Capital is the maximum amount 
which the company is authorised (by its Memorandum) to raise. It 
is Rs. 500,000 in the above B/S. Usually the whole of the authorised 
capital is not issued for subscription by the public : only a part of it 
is so issued and it is called Issued Capital. The Issued Capital amounts 
to Rs. a 5 0,000 in the above B.S. The share capital which is actually 
subscribed- for by the public is known as Subscribed Capital. It is 
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shown at Rs. 200,000 in the Balance Sheet under discussion. Called-Mp 
Capital is the capital which the directors of the Bank call upon the 
subscribers to pay. The Paid-up Capital is the capital actually paid 
by the share-holders ; it is Rs. zoo,ooo. (z'l Reseri^e Fmd, Usually a 
part of profits is withheld from being distributed as dividend and is 
transferred to what is called the Reserve Fund to be made use of in 
times of financial embarrassment. ( 3 ) Deposit Account of i, 3 00,000 
represents the total deposits received by the bank. ( 4 ) Interest 
Account shows that the bank has to pay Rs. 10,000 by way of 
interest. ( 5 ) Profit and Loss Account sho'^s that the balance of the 
P. & L. Account which was discussed above. 

Assets. Let us now briefly examine the assets side of the 
Balance Sheet as well, (i) Cash in Hana and Cash at B nk. It is too 
simple to need explanation. (2) Money at Call and Short Notice^ 
This is the money lent by the bank on the condition that it . will have 
to be paid whenever called or after the expiry of a short notice given 
to the effect. ( 3 ) Investments in Securities, ( 4 ) Loans and Advances. 
( 5 ) Bills Discounted. The Bank has discounted bills of exchange 
worth Rs. 1 5 0,000. It has to receive this amount from the .acceptors 
of the bills on their respective due dates. ( 6 ) Bmk Premises, i. e.^ 
buildings of the bank, are valued at Rs, 7 5 , 000, 


QUESTIONS ' 


1. Define a bank and describe its functions. 

2. How is it that hanks lend mote than what they deposit ? 

3. Describe the balance sheet and profit and loss account of a bank. 


EXAMINATION QUESTIONS 


U. P., Inter, Arts 

1- Write a note on Central Banks. (1950) 

2 . Explain catefvdly how banks help production. Describe the functions^ 
‘of Indigenous Bankets in India. (1948) 

3. What services do banks render?. (1947) 

Write a short note on land mortgagc banks. (1947) 

5. State briefly the functions of a commercial bank. In what respects doc,s 
the business of a bank differ from that of an Indian money-lender ? (1945) 

6. What is a commercial bank ? What ace its main factors ? Name four 
important commercial banks working in India. (1942) 

7. What is a bank ? Distinguish between authorised, subscribed and paid up- 
capital. Set out in two statements (a) the liabilities and assets and (b) profit and 
lost account of a bank,. (1930) 



Rajputana, Inter, Acts « 

8, What arc the services performed bv a bank ? Is the village niahajan in 
India a banker in the true sense of the term ? Give reasons for yon t answer. 

(1944) 

9, ‘'The assets of a bank should as fat as possible be. kept in a liquid form.”' 
Explain why. In what various forms do Indian Joint Stock Banks invest their 
assets so as to keep them liquid ? (1944) 

10, Describe the main functions of a bank and show how it helps to increase 
the efficiency of production by transfetring capital from a sec of persons to- 

notber, (1932) 

Raj., Inter. Com 

*11. Xv^hat are the main functions of a bink t Biiefly describe the Indian- 
banking system. (1947) 

Patna., Inter. Arts 

• 12. What ate the services rendered by Banks to the community ? Explain 
'why cash teserves’ arc kept by bank ? (1949 A) 

15. What ate the different services rendered to the community by banks ?' 
<1947S) , . 

Patna> Inter. Com. 

14. What do you mean by balance sheet of a Commerci.al Bank ? Draw aa 
imaginary balance sheet of a Commercial Bank. (1949 A) 

15. Explain the functions of a Central Bank. (19 4 8 A) 

16. Write notes on (a) Bank Money, and (b) Banker’s Bank. (1948S) 

17. Distinguish between Fixed Deposit and Current Deposit. Why does a. 

hank maintain a reserve against its deposits 1 ( 1947S) 

Banaras, Inter. Arts 

18. Describe the various functions performed by modern banks. (1946) 
Sagat, Inter. Arts 

19. Describe the chief functions of a commercial bank. (1949) 

. 20. Write a note on Banks. (1949 Supp.) 

21. What is a commercial bank? How does It borrow? Wliatarethc- 
methods uf lending by the bank ? (1948) 

Nagpur, Inter. Arts 

22. Describe the main functions of a commercial bank. (1947) 

23. Write a note on Fixed Deposits. (1947) 

24. Explain the functions and importance of commercial banks. (1945) 
Nagpur, Inter. Com. 

25. Describe the main functions of a commercial bank. (1949) 

26. Wtiic a note on Fixed Deposits. (1947) 

27. How do the banks in India effect economv in the use of monev in the 

country ? (1946) 

Poona., Inter. Arts 

28. r^setibe the various types of banks. Explain the part played by i he 
Central Bank an the banking system of a country. (1949) 
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Andhraj Inter. Arts # 

29, What are the difierent types of collateral securities accepted by commercial 
•banks ? Mention them in order of preference giving reasons for the same. (1950) 

Travancore, Inter. 

30. Describe the chief irems of assets and liabilities in the balance sheet of a 
•coTTimcrcial bank and discuss the nature and importance of each. (1943) 

Punjab j Inter. Arts 

.31, Disfineuish between (p) &?mmercial Bank, (b) Co-operative Bank, (c) 
iind Central Bank. (1949) 

32. Write a short note on '^Rim on a Bank.” (1949) 

Delhi, Higher Secondary 

33. Explain the functions and advantages of Banks. (1951) 

34. "'I.oans create deposits.” Explain this sratement fully. (1950) 

35. State clearly the main functions of banks. What arc the main types of 
that work in India ? ./(19 18) 



CHAPTER 55 


INDIAN BANKING SYSTEM 

It may be accepted that a system of banking eminently suited to India's then 
requitements, was in force in that country many centuries before the science of 
■banking breame an accomplished fact in England, It is true that the methods 
of old in force in India were vastly different from the European ideas of banking 

today '.Ncvetthcless......they admirably acted their part and must be recognised 

ns having rendered immrnse services to the country as a whole, — 11“, E. Vrfsten. 

§ I. INDIAN HONEY MARKET 

Money Market 

‘Money market’’ refers to the buyers and sellers of the use ^ 
of money. In other words, the term signifies the borrowers and 
lenders of money. Money is usually borrowed by agriculturistSj 
industrialists and traders for productive purposes and by consu- 
mers for unproductive purposes to tide over temporary deficits in 
their budgets.- Money is lent by banks and money-lenders. The 
borrowers and lenders together iconstitute the money market. 

Constituents of Indian Money Market 

India has money market but it is small and divided, hapha?:- 
ardly organized and poor in variety, and generally backward to a 
great extent. Its constituen's are : 

A. The Indian Banking System : The Lenders 

(i) The Indigenous Banking System ; 

(a) The Modern Banking System ; and 
(3) The Reserve Bank of India. 

B. The Borrowers 

We shall give below a brief description of these consutuents. 
The borrowers, it may be remarked, will not be treated separately 
but will be given incidental consideration along with the discussion 
of the Indian Banking System. 

§ Z. THE INDIGENOUS BANKERS^ 

The Indian Banking System is divided into two systems ; 

’.Students should remember that 'market’ doss not refer to any paiticular 
market place but to the buyers and sellers of a commodity in which they cany on 
free and unhampered trade, ' 

2Banks too borrow money in the shape of deposits from their depositors. 

3For detailed study see L. C. Jain, Itsdigttious Banking in India; H. Sinha, Early 
European Banking in India; B. T. Ttiakur, Organisation of Indian Banking : Enqiiiry.Com~ 
sniitet Kepprts; e/e. 
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(i) T/:e Jn(}igenous Banking System which has been handed down tO' 
us from out ancestors ; and (2) The Modern Banking set up during the- 
British Period in which may also be included the Reserve Bank 
of India. These two parts have so far remained separate and the 
problem of removing the gulf between them is one of the most 
pressing problems of the day. 

Introduction 

The word ‘indigenous’ according to dictionary, means ^native 
of the place'. As such ‘indigenous banking’ means banking business 
carried on by the natives in the old Indian fashion. It is now generally 
admitted that from very early times India possessed an efficient system 
of indigenous banking. In fact, money-lending can be traced back to 
2000 B. C., and the subsequent history bristles with definite refe- 
rences to the banking business carried on in the days of yore. The 
Buddhist works, Kautiiya’s Arthshastra^ and Dharmashastra make 
detailed remarks about indigenous banking and show its importance in 
the economy of the country in those times. Indeed, even today 
indigenous bankers play a much more important part than the more 
imposing modern banks. They ate spread throughout the length 
and breadth of the country and ate to be found in every village,, 
town and city. They are called by different names ; in the tnofussil 
they arc known as sahukars^ banias and mahajans while in large indus- 
trial and commercial centres they are called The firm of 

indigenous bankers is usually a family concern and is not«* organised 
on joint stock principle. 

Functions 

The main business of indigenous bankets is to advance loans on 
every kind of security — ornaments, land, promissory notes or even 
verbal promise. In villages, they finance agriculturists and petty 
artisans who rarely have any good security to ofter. In such areas, 
indigenous bankers are almost the only source of credit. Their 
methods arc very simple and free from formalities and suit the 
illiterate borrowers eminently. In towns, they finance trade and 
big mills and factories. {2) They also deal in hundis. They buy or 
discount hundis offered by their customers and cash those drawn 
upon them by their agents or by approved firms They sell hundis 
drawn upon their agents or other firms agreeing to this arrangement. 
( 3 ) Some of them also receive deposits but all or most of them do not 
do so. ( 4 ) They generally combine trading with the banking or 
money-lending, business. They deal in cotton, grain^ gold, etc., 
while many of them indulge in speculation. 

Their Status as Bankers 

The indigenous bankers arc called ‘bankers’ but ate they really 
tankers, in the strict sense of the term ? A banker is one who 
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Taorrows money as well as lends it. Indigenous bankers lend' money 
Tsut only in rate cases do they receive deposits. As such those 
.indigenous bankers who do not receive deposits are not bankers but 
ate merely money-lenders. Those who do receive deposits are, of 
•course, true bankers'*. , ... 

The above discussion throws considerable light on the points 
of difference between indigenous bankets and modern bankets. 
‘These points of difference may be tabulated below •• 


hidigenons Bankers , 

a. Their firm is usually or- 
ganised as a family con- 
cern. 

z. Only a few of them receive 
deposits. 


They frequently combine 
trad'ng with banking. 

■4. They do not issue paper 
currency. 

■3. Major portion of their 
funds is lent without 
adequate security ; as 
such they undertake 
great risk. 

'•fi. They usually finance petty 
agriculturists, small arti- 
sans and short-distance 
trade. 

■7. Major portion of their 
work is done in villages. 


Modern Bankers 

1. They are generally incor- 

porated as joint stock' 
. companies. 

2. The receipt of deposits is 

their important function. 
In fact, their ' capital 
comes not so much from 
. proprietors or share-holders 
as from their depositors. 

5. They do not combine any 

other business with the 
banking business. 

4. The Central or Reserve 
Bank is given the sole 
right of note issue. 

3. Loans are granted only 

against substantial secu- 
rity so as to minimize 
risk- 

6 . They finance big concerns 

and long distance trade. 
The financing of foreign 
trade is almost exclusively 
their preserve. 

7. Most of them are situated 

in big industrial cities. 


4 Indian Banking Enquiry Commiitec divides 'indigenous bankets’ into 
.iiidiseiiCHt hankers and indigenous money-lenders from this point of view. This 
•gierminology evidently creates certain confusion. In my opinion, if •eve name 
til the members of this system as ‘Indigenous .Financiers’ andditidc indigenous 
ananciers'into indigenous b.inkers and indigenous money-lenders, this icrminolo- 
:fical confusion will be removed. 
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indigenous bankets into joint stock banks ; ( 2 ) the formation of a- 
co-6perativc bank of indigenous bankets, wHch should, inter alia, 
discount huridis of the members and rediscount them with the- 
Reserve Bank of India ; (3) the adoption of bill brokerage a? an. 
integral part of the indigenous bankers’ business. 

The linking up of indigenous bankers with modern banking' 

system 

There are two distinct and separate parts of the Indian banking 
system : (i) Rural part, in •which indigenous bankers predominate 
and where modern banks have not yet reached ; and (ii) Urban part,, 
in which the influence of modern banks is very considerable. 

There has not yet arisen any close intimacy or connexion 
between these two divisions of the Indian banking system. Its^ 
result is that the rate of interest is low in urban areas but it is high 
in rural areas. The surplus money in urban areas does not move to 
the villages where it could be used by cultivators and artisans and 
help in bringing down the high rate of interest which prevails there. 
At the same time, village mahajans do not deposit their surplus- 
money in modern banks : they are used to hoard money or to purchase 
gold and ornaments. If a close intimacy develops in these two 
parts, the surplus money of village mahajans can be used in cities 
and the surplus money of urban areas can be used in villages. 
The need of linking up these two divisions of the Indian banking 
system should, therefore, be obvious. 

This work has not yet been accomplished. The Indian Banking 
Enquiry Committee bad proposed that sahukars should have the 
right to get their hundis re-discounted with the Reserve Bank of 
India ; and the Reserve Bank should accept them. But nothing ha 
been done in this direction yet. ■ 

§ 5. MODERN BANKING SYSTEM 

With the advent of the Europeans in India, modern banks began 
to be set up on western lines. And today we have got a fine system 
of modern banks, though it leaves much to be desired. Its important 
limbs are : 

1. Commercial Banks. 

2 . The Imperial Bank of India. 

3. Exchange Banks. 

4. Industrial Banks. 

5. Laud Mortgage Banks. 

6. Co operative Banks. 

7. Savings Banks. 
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S. The Reserve Bank of India is, by virtue of its being the-apex 
bank,’ given a separate treatment, in the following section. 

Their Organisation, Most of these banks are organised on the 
joint stock principle : they are joint stock companies for carrying on 
banking business. For instance, commercial banks, exchange banks 
and industrial banks arc generally joint stock companies. The 
Reserve Bank ‘ of India and the Imperial Bank of India arc also 
pint stock banks but they have been incorporated under special 
Acts. Co-operative Banks arc organised on the co-operative principle. 
Savings banks arc a department of the joint stock banks or of the 
Post Office which is a Government institution."* Sometimes students 
get the wrong impression that a joint stock bank means a 
commercial bank, because most of the joint stock, banks in India 
Arc commercial banks. But this is an altogether mistaken notion. 

1. Commercial Banks 

Their Natnre, Most of the modern Banks in India arc 
‘Commercial Banks. A^ their name implies, they finance the 
internal trade of the country and give short-term loans for the 
purpose. They provide the working capital, so to say. On the 
basis of the cash resources and the deposits that they possess, they 
itaise a huge structure of short-dated credit. Their deposits being 
mostly demand obligations, they take precautions against getting 
their funds enmeshed in long term loans ; in order to be able to 
meet the demands of depositors, they have to keep their funds 
‘liquid’.*’’ 

Their Position in India. The Indian Commercial Banks, other 
than the Allahabad Bank and the Oudh Commercial Bank, were 
all established in recent years. The important commercial banks 
of the country are the Imperial Bank of India, the Central Bank 
of India, the Punjab National Bank, the Allahabad Bank, and the 
United Commercial Bank. They are distributed in big cities like 
Calcutta, Bombay, Kanpur, etc., and have not yet penetrated into 
the interior. Some economists believe that we should not increase 
the number of the banking offices in the country for the time 
being but should address ourselves to the problem of consolidation 
of the existing banks. Others, however, think that since the vast 
tracts of the country are still unserved by efficient, banks the 
establishment of new banks need not be discouraged. 


5 Writers on the subject lump together all types of bank under the title 
*Tadian Joint Stock Banks.** This treatment, not being sufficiently analytical 
sometimes gives the wrong impression that by Indian Joint stock banks is meant commer^ 
dal hanks as most of the Indian joint stock banks arc commercial banks, t havcj 
therefore, slightly varied the mode of treatment. 

6 Liquidity refers to ready convertibility into cash. 
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Deftcts and Kentedies. Out commercial banks suffer from m^f 
disadvantages which need remedy. They do not give clean advatms 
on the personal securities of. borrowers. In practice, clean ad- 
vances on personal security of an individual of undoubted means 
and character, turn out to be just as safe and satisfactory as 
any other. Again, they lack the systematic collection of -credit informa- 
tion about their customers, which should be evolved. Efforts 
should also be made to popularise the use of bills by providing 
discount facilities. They should try to encourage the use of 
•cheques through various means discussed in the preceding, 
chapter. 

2. The Imperial Bank of India 

The Imperial Bank of India, formed in January, i92i, under 
the Imperial Bank of India Act, is at present the most powerful 
commercial bank of the country. It has had a romantic career. 
It was formed in iPai as a share-holders’ bank by the amalga- 
mation of the three Presidency Banks of,, Calcutta, Bombay and 
Madias and was expected to discharge functions of a Central or 
Reserve Bank. The\Act, as such, set up an elaborate system of 
its control and management which were entrusted to a Central 
Board of Governors with three local Boards at Calcutta, Bombay 
and Madras. Important restrictions were also originally placed 
on its functions. Thus it was prohibited from lending money 
for more than six months and from financing foreign trade. 
Its chief functions were the following ; (i) To act as a banker 
to the Governmental bodies, (a) To act as a banker to other 
banks, (3) To advance money on the security of stocks. Govern- 
ment securities, debentures, goods, etc., (with certain limitation), 
(4) To draw, accept discount, buy and sell bills of exchange and 
other negotiable securities, (5) To receive deposit and securities 
for safe. custody, (6) To transact various other miscellaneous 
banking functions. 

The Act put the Bank under an obligation to open xoo branches 
within a period of five years from its inception, an obligation 
which was duly discharged. 

Due to the defective provisions of the Act and the spirit 
with which it was administered, the working of the Imperial 
Bank did not come up to the expected level. It was given 
certain privileges which are usual in the case of a Central Bank 
alone. But, curiously enough, it was not effectively debarred 
from entering into competition with other banks. The conse- 
quence was that it made use of its special privileges to obtain 
unfair competitive advantages over other banks of the country,' 
It was neither a full-fledged Central Bank nor an independent 
53 
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commercial bank, but, a hybrid .mixture of both ; and was severely 
criticised in both these forms. 

' The mistake was realised in course of time. The correction 
'Was made in i935, when the Reserve Bank of India was set up 
to act as the Central Bank of the country. The Imperial Bank 
ceased to be the Central or Reserve J3ank from that date. It, 
however, entered into an agreement with the Reserve Bank 
of India by which it became the sole agent of the Reserve Dank. 
The Imperial Bank Act was amended. The restrictive provi- 
sions; that the Bank cannot transact foreign exchange business 
and that it cannot lend for more than 6 months, etc,, have bcea 
relaxed. It is expected that the Bank shall render greater ser- 
vices to the country under its amended constitution than what 
It has done in the past. 

3. Exchange -Banks 

Just as commercial banks finance the internal trade of the 
country, similarly exchange banks finance Jts foreign trade. 

i 

The following is their business : (i) They realise the import 
bills on the maturity dates, (z) They sell draft and Telegraphic 
Transfers payable in foreign countries. (3) They purchase drafts 
and Telegraphic Transfers, etc., at foreign centres payable in the 
centres where they conduct their operations. (4) They import 
gold and silver as well as foreign currency. 

The most important point regarding exchange banks is that 
of them are foreign banks J There are not many Indian exchange 
banks. Attempts had been made in the past to start an Indian 
exchange bank but they were nipped in the bud by the power- 
ful foreign exchange banks. The Central Bank of India recently 
took the lead in this direction and started the Central (Exchange) 
Bank of India in London but it had to close down the ven- 
ture in the teeth of crushing competition of the privileged 
foreign banks. Some Indian banks have now begun this business. 

The absence of Indian foreign banks is not merely an acade- 
mic or patriotic insult to India ; it also creates many practical diffi- 
culties. ^ Complaints have been made that these banks are unduly 
harsh on Indian businessmen and show favour to the traders of 
their own country in various matters, small and big. They do 
not supply satisfactory references about Indian merchants to 
foreigners and literally force Indian merchants to insure goods 
I with-' foreign insurance companies and to ship goods in foreign 

7 The important exchange banks working in India ate the Chartered Bank of 
India, Australia and China, P, & O. Banking Corporation, Yokohama Specie 
Bank, etc. 
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chips.. Of late, they- have : also begun to receive deposits in 
India by opening branches' in the interior and 'to utilise^ the 
funds as they please; not. infrequently against the economic -in- 
terests of this country.' It is high time that such sharp practices 
should, be stopped and protection afforded to Indian institutions 
of this character. ■ > 

4. Industrial Banks 

Industrial Banks are meant to finance industries for long 
periods. Just as commercial banks provide working capital, in- 
dustrial banks provide fixed cap'rtaL to industrialists. Since they 
give long-term loans, they persuade people to entrust them ■with 
money in the shape of fixed deposits by offering attractive rates 
of interest and by other methods. They also aid industries fin 
raising capital from the public , by wnder- writing the sale. of their 
shares and by selling stocks and binds. They ate evidently very 
useful institutions, particularly to a country like ours which is 
in urgent need of rapid industrialisation. But we, unfortunately, 
possess very few industrial banks. The Swadeshi Movement led 
to the establishment of many industrial banks hut most of them 
bad to close their doors owing to , the lack of capital at the 
critical stage ;• while the Punjab banks, which attempted industrial 
financing with short-term deposits, came to grief. Attempts must 
be made afresh to start such banks on sound lines. . . 

5. £.and Mortgage Banks 

Land mortgage banks are meant to give long-term loans to 
agriculturists mainly for effecting permanent improvements (/, e., 
to provide fixed agricultural capital) against the mortgage of 
land.'* Their function in agricultural finance corresponds with 
the function of industrial banks in industrial finance. There are 
very, few land mortgage banks in India. Most of the existing 
banks have been incorporated under the Co-operative Societies Act. 
There is an urgent need for more banks of this type. 

6. Co-operative Credit Institutions 

Co-operative banks and credit societies are the societies estab- 
lished under the Co-operative Societies Act for' providing credit 
to their members. Generally, they give short-term loans to agri- 
culturists and artisans. Co-operative credit institutions fall under 
three classes : 

1 . Primary Societies ; 

2 . Central Banks ; and 

3. State' Banks. 


S They also give Joans for the redemption of past debts. 
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Vrhnnrj Socid'es arc spread throughout the length and breadth 
of the country and come in direct contact with artisans 
and cultivators whom they finance. They are associations of 
borrowers and non-borrowers of a particular locality, and the 
members generally have unlimited liability so that they may be 
vigilant in making advances. They receive funds in the shJpc 
of share capital, deposits and entrance fees. The deposits made 
by the Co-operative Central Banks, with which they arc affi- 
liated^ arc also important. Loans are made to the members alone. 

Co-operative Central hanks arc district institutions, each district 
having a Central Bank. They unify and direct the Primary Credit 
Societies affiliated with them and give them financial assistance. 
Their sources of funds arc their own capital, deposits from the 
public and thcifunds given by State Co-operative Banks. 

State {Provincial) hanks. All the Central Banks of a state 
ate affiliated with the State Bank of that state. The State 
Banks are thus federations of Central Banks. There is great 
need of an All-India Co-operative hank to federate the activities 
of the State Banks, no such institutions having been established 
so far. 

The co-operative credit movement has not yet shown credit- 
able results on any extensive scale, though it has not been 
entirely barren of good fruits. Co-operative credit institutions 
provide credit at low rates of interest thus enabling the poor 
to effect a saving in the interest charges. It is stated that co- 
operative credit societies have affected an yearly saving of about 
one crore of rupees for the agricultural and artisan classes in 
this way. . Not only this, the co-operative credit system provides 
some control on credit and restricts debts and is distinctly 
superior to the money-lenders* demoralizing system of dangerously 
facile credit. In fact in many cases co-operation has efficiently 
competed with indigenous bankers and has compelled them to 
reduce the rates of interest. Even in the matter of debt redemp- 
tion, something has certainly been achieved, particularly through 
the formation of land mortgage banks on co-operative lines. In 
the words of Mr. Darling, the co-operative movement is a new 
form of communal life to protect tne peasant from within and 
without his gates, in the place of the o'd communal life of 
village which prevented the cultivator from being exploited. 
Finally, the movement has popularized banking habit and has 
converted considerable idle resources and hoards into active capital. 
The movement certainly suffers from many defects but it is hoped 
that they will be removed in course of time. 
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7. Savings Banks 

Savings banks are meant to mobilize the small savings of the 
people on attractive and ca'-y terms, and to use the funds thus col- 
lected in profitable channels. Savings banks in India are of two 
kinds. Some of them are organised as departments of the modern 
commercial banks while others are maintained by Post Offices. A 8 
the latter are Government institutions and inspire more confidence 
and security, besides being more wide-spread, they are much more 
important than the former. Withdrawals are generally allowed 
by them once a week. The rate of interest is usually low. Some 
hanks permit the savings bank accounts to be operated with cheques. 

f 

§.4. THE RESERVE BANK OF INDIA 

The Reserve Bank of India may be considered to be a part of 
the modern banking system. But by virtue of its status and func- 
tions, it is being treated separately. 

Objects of a Reserve or Central Bank 

The control and regulation of credit and currency with a view 
to stabilize prices, as fat as possible, is a problem of fundamental 
significance. If the supply of credit and currency falls short of 
the demand for them, prices may fall and depression may set in. 
On the other hand, if the supply exceeds the demand, prices may 
rise and an artificial ‘boom’ may be precipitated, resulting in incal- 
culable Joss when the ‘bubble’ is ‘pricked’. An abnormal fluctua- 
tion in price level, moreover, upsets the economic relationship 
subsisting between various classes of people in the society. The 
comrbi and regulation of credit is. as such, an important function 
which is usually entrusted to an ‘apes bank,’ called the Central 
Bank or the Reserve Bank. The Bank is invariably the banker of 
the -Government and of other banks in the country. It also per- 
forms many subsidiary functions like the development of discount 
market,- the protection of the banking system of the country, the 
^pularization of the use of cheques, etc. 

History of the Reserve Bank of India 

The first day of April, i935, is of profound importance in 
the economic -history of our country as the Reserve Bank of India 
commenced its work on that date. The idea of establishing a 
Central Bank was mooted as early -as i83S and received further 
thought on several occasions thereafier. But nothing substantial 
was . achieved, tilh 1 921. when the Imperial Bank of India was con- 
stituted with the. hope that it would work as the Central Bank of 
the country. It was, in fact, a hybrid . institution having certain 
privileges usual only in the case of a Central Bank, as well as the 
right to cbmpete freely with other banks in the ordinary hanking 
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business. The consequence v/as that it used its special privileges 
to crush Other banks and thus defeated the very objective for which 
it was set up*. The want of a Reserve Bank continued to be felt. 
A bill for the formation of a Reserve Bank was piloted by ; the 
Finance Member in the Central Assembly in i927 but was turned 
down by the members on the question of its ownership. It was, 
at last, in i934 that the Reserve Bank of India Act was passed and 
the Reserve Bank was set up in i935. 

Its Ownership and Capital 

The Reserve Bank of India was established as a shareholders’ 
bank. Its share capital was Rs. 5 crores, divided into shares of 
Rs, 100 each fully paid. The whole of India was divided into five 
regions, and a definite share capital was assigned to each of them, 
to be, subscribed by the inhabitants of that region. But after the 
World War II, there was a strong agitation for the nationalisa ion 
of the Reserve Bank, with the result that the Central Government; 
took over the ownership of this Bank on January i, i949. For 
every share of Rs. loo, the Government paid a sum of Rs. ai8-ia’6. 
As such, the Reserve Bank is now a G »vcrnmcnt institution. Its 
share capital, still continues* to be Rs.'>5 crorcs ;* but now it is held 
by the Government of India, instead of private shareholders as 
before. 

Its Management 

The general supcruucndeace and direction of the business of 
the Bank is entrusted to a Central Board of Directors. According 
to the Reserve Bank (Transfer to Public Ownership) Act -of i948, 
this, Board has i4 directors as follows : (/?) i Governor and z 
Deputy Governors ; (b) 4 directors nominated from 4 Local Boards* ; 
(c) 6 directors nominated by the Central Government ; {d) i Govern- 
ment official. All of them are nominated by the Central Government. 

Its Functions 

The functions of the Reserve Bank may be discussed under 
(A) Central Banking Functions ; (B) General Banking Functions ; 
and (C) Restrictions on its Business.* m ' .g 

(A) Central, Banking Functions, Like all other Central Banks, the 
Reserve Bank of India performs the following central banking 
functions : . , . • * • 

(/) It acts as hanker to the ' Government, The Reserve Bank 
Act requires it to accept money for various Government bodies 
and make payments - up to the amount standing to the credit of 
their respective -accounts ; and carry out their exchange, remittance 
and other banking bperations including the management of the 
public debt. 

♦They aie from Northern, Southern, Eastern and Western Local Boards. 
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(/Vj It is a banktrs’ bank. Other banks of the country arc 
required to maintain with it certain cash reserve and evidently the 
Bank is expected to help them in times of financial stringency. 

. (f/V) If issues paper currency. The sole right to issue bank notes 
in India is vested in the Reserve Bank. It now conducts the 
issue , of bank notes in an Issue Department which is kept wholly 
separate from the Banking Department. 

(/V) The Bank is also charged to maintain t'le rupee sterl ng ratio 
nearabout is. fid. 

(B) General Banking Functions, The Bank is authorised to trans- 
act the following commercial business : 

0) The acceptance of " money on deposit without interest. 

('V) The purchase, sale and rediscount of bills of exchange 
and promissory notes with certain restrictions. 

(//i) The making of loans and advances for not more than 
9o days against the security of stocks, gold, bills, etc. 

(in) The purchase from, and sale to. Scheduled Banks of ster- 
ling (in' amounts of not less than the equivalent of Rs. i lakh.) 

(i') The making of advances to local Government for not 
more than 3 months. 

{vi) The purchase and sale of Government securities of the 
■ United Kingdom maturing within ten years from the date of pur- 
chase and those of the Government of India, Local Governments, 
and Local authorities. 

(C) Forbidden Business. The Bank is not allowed to engage 
in trade in the ordinary course of business. It is also debarred from 
advancing money on the mortgage of immovable property. It can- 
not draw, or accept bills payable otherwise than on demand. Nor 
is it permitted to allow interest on deposits. These restrictions arc 
placed to keep it financially sound and to check it from competing 
with other banks of the country. 

Agricultural Credit Department 

The Bank, under the Act, has created an Agricultural Credit 
Department with the object of studying the problem of rural credit, 
impto'ving the machinery for dealing with agricultural finance and 
effecting a closet , connection between indigenous bankets- and 
modern banking system. But so far very little ’has been done in 
this direction. 

QUESTIONS 

. 1. do you mem by money market ? What are tfac constituents of ih« 

.Indian money naatket ? ' . . . , . 

z." wW are indigcaou5> bankers ? DUcus# their funedoas ^nd sho’criftbcy 
arc really bankers* 
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3. Compare indigenous banking system with the modern banking system. 
^ hat ajc theit merits and defects. Lay down the methods of tbeir improvement. 

4. NX^bat arc commercial banks ? * Discuss their position in this country and 
the methods of their improvement. 

5. Discuss the functions of industrial and land mortgage banks, with specials 
jcfcrence to India. 

6. Discuss exchange banks and savings banking institutions woiking in this- 
country. 

7. Discuss the functions and working of co-operative credit institutions in- 
this country, 

8. What is Reserve Bank and what arc its functions ? How far docs the 
Reserve Back of India perform these functions ? 

9. Dcsciibc the capital, management and functions of the Reserve Bank of 
India. 


EXAMINATION QUESTIONS 

Ik P., lot. Arts 

L What are the main functions of a central bank ? How far does the 
Reserve Bank of India fulfil them ? (1951) 

2. Write a note on Sahukariand Samfi System of Banking. (1951) 

3. Describe the principal functions of (a) Reserve Bank of India and 
(b) Imperial Bank of India. ,(1949) 

4. Explain carefully bow banks help production. Describe the function ot 
Indigenous Bankers in India. (1948) 

5. Briefly describe the constitution and functions of the Reserve Bank ot 
India. (1946) 

6. What arc the main types of banks that work in India? Discuss hi if flj- 
their respective functions. (1936) 

Rnj.j Inter. Arts 

7. Explain fully the chief functions of the Reserve Bank of India and the 
Imperial Bank of India. (1949) 

8. Examine the usefulness of linking the indigenous banks with the moderrr 
banking system in the countiy\ ( 1948) 

9. What are the services performed by a bank 1 Is the village mah'ajan m 
India a banker in the true sense of the term ? Give reasons for your answer. {1944J 

10. Describe the business of ^exchange banks in India, Why is the discount- 

ing of bills of exchange considered to be a suitable .form of investment bv banks ? 
1943) “ . . ^ 

11. Write a note on Indian Joint Stock Bank. (1943) 

12. Write a note on the Indigenous Bankers (1942)‘ 

13. Explain the main object foe which the Reserve Bank of India was started. 
(1940) 

Raj.,Int. Com. 

14. What arc the chief functions of (a) ibc joint slock banks^ (b) the indige- . 
:nous banks in India? Discuss. (1949) 

15. Describe briefly the Indian Banking System, pointing out specinlly the 
importance of Reserve Bank of India. (1948) 

16. 'What are the functions of a bank r Briefly describe the India Baokirwr 
System. (1947) 

17. Write a note on Sabukarl and Satafl System. (1946) 

Putnai Int. Arts 

18. Describe the functions of banks with special reference to Indian condb 
■^ons, (1946 A) ‘ 
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Banaras, Int. Arts 

19. Describe briefly the functions of commercial banks. Name four imj>or- 
lant commercial banks working itv India . (1949) 

20. Write a note on Shroffs and Mahajans, (1947) 

Sagar, Int. Arts 

21. State the constitution and functions of the Reserve Bank of India* (1950)/ 
Nngpuf, Inter. Arts 

22. Write a note on the Banking Oiganisation of India. (1949) 

23. Explain the iruponant functions of the Reserve Bank of India. Hovr 
docs it differ from a private conlraercial bank ? (1948) 

24. Write a note on Foreign Exchange Bmks in India. (1948) 

Andhra^ Int. Arts 

25. Examine (he part ployed by Exchange Banks in India in Foreign Ek- 
change. (1950) 

26. What are the functions of an ideal Central Bank ? Examine how the 
Reserve Bank of India is functioning as such. ‘(1950) 

27. Examine the different classes of banks that you come across in your 
province giving a short description of each of them, (1950) 

Travancore, Inter. 

2B* Describe the main functions of any two of the following banks in India : 
(a) Co-operative Banks, (b) Indian Joinr Stock Banks, (c) Exchange Banks. (1943)* 

29. Describe clearly the distinctive features of Indigenous Banking in India. 
(1943) 

Delhi, Higher Secondary 

30. Discuss briefly the causes of bank failures ip India and examine in this^ 
connccuon the main defects of the Indian banking system, (1951; 

31. Write a note on Land Mortgage Banks. (1951) 

,, 32. . Compare the functions of joint stock banks . in India with chose of mdi^ 

genous bank< ts. Which do you think arc onore useful to India ? (1949) 

33. Write a note on the Indian Money Market. (1949) 

34. Describe the functions of the Reserve Bank of India. . Indicate hs, 
Impottancc to the banking system of our countiy. (1948) 
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One i^cultat feature of agricultural indebtedness is that it is in most cases a 
■mark of distress whereas in the case of other industries, borrowed finance is a 
normal feature. As the loins arc mostly for unproductive purposes, the pressure 
•of indebtedness falls heavily on the raiya^. — Bengal Prorhichl Banking Jiitqutry 
Committee Keport. ^ 

The question of rural indebtedness is one of the most important 
'economic problems of our country. The prosperity of the country 
depends fundamentally upon agriculture, for most of its inhabitants 
.ate engaged In this occupation. But agriculture Is held up in its 
match to progress by the heavy weight of indebtedness. An 
•effective solution of the problem of rural indebtedness is the first 
.step of our economic progress. 

Extent of Rural Indebtedness 

The total rural indebtedness of India has been estimated from 
dme to time. The Central Banking Enquiry Committee, i93i, put 
the figure at Rs. 9oo crores as a rough estimate.^ After that Indian 
agriculture passed through the ordeal of the economic depression of 
i 929, which increased this indebtedness appreciably. Before the 
Wold War II the figure was moderately put at Rs, i,ooo crores. 
However, during the period of the World War II, the prices of 
agricultural produce substantially increased, and cultivators in 
India made profits. As such, they began to repay their debt. 
Recently some investigations made into the problem indicate that 
Tural indebtedness has recently declined in India, But the quantify 
of rural indebtedness at the present time in the whole of the country 
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has not yet been estimated at an authoritative level Hence the 
.amount of rural indebtedness today cannot be definitely stated. Some 
of the investigations made ate as follows ; — • " 

(i) The Bombay Provincial Co-operative Institute examined the 
indebtedness of .the menibers of co-operative societies in Carnatak 
and Deccan region. 

(ii) Dr B. V. Narayanswaray investigated, the rural in- 
debtedness in the State of Madras. 

On the basis of these studies it can be sta ed that rural in- 
debtedness has certainly decreased in quantity recently. According to 
Dr. Narayanswamy, the rural indebtedness of Madras has decreased 
by about 20 %. Assuming that rural indebtedness in the whole of the 
country has declined to the same extent, the present-day estimate of 
this indebtedness would come to about Rs. 75 o or Rs 800 crotes. 

In this connection, it should be noted that big and middle class 
cultivators have repaid a good portion of their debts ; but small 
cultivators have not been able to pay any substantial pact of their 
debt.* Hence the reduction in this indebtedness has not been shared 
by majority of cultivators. As such ”we can safely say that the 
problem of rural indebtedness is more or less the same today as it 
was some years back, say, before the World War II. Besides this, 
it is also quite possible that such reduction in indebtedness as has 
taken place, is only transitory and for short period. As and when 
the prices of agricultural commodities decline, it is quite likely that 
the quantity of rural indebtedness might increase. In conclusion, 
then', we might say thatl the problem of rural indebtedness has not 
become less serious than before and it deserves .serious consi- 
-deration. 

The Causes of Rural Indebtedness 

The principal causes of this colossal indebtedness of the rural 
population are several and act and react on one another. The more 
amporlant of them are : 

,i. - . Ancestral Debt. The most important and common reason 
is the past indebtedness-. Men born in debt ate found making 
-every feasible effort to pay the debt of their fathers and fore-fathers. 
They are prpbably ignorant of the law that the debts of the deceased 
pass oh to the heir only to. the e.stent of the property inherited by the 
latter ; and if no property is inherited, no liability to pay the debt of 
the deceased exists Even if this knowledge is presumed; the force of 
social customs and traditions is so compelling as to makc-them regard 
the , payment of the ancestral debt a “pious obligation.”. • . 

— ■ — , . - - ■ f 

♦Report of the Rural Banking Enquiry, Cotnmittcc {Delhu 1950), p, 30. 

2 This was also the opinion of the ^Di(;can Kiofs and the 

C^ifra/ Efiqfnrj * 
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2 . Pressure of Populafioti on Land^ In addition to the anccstfal’ 
debt that cultivators inherit, they themselves incur financial liabilities, 
for a variety of reasons. An important reason is that income from 
agriculture is usually insufficient to maintain them and their family. 
One of the reasons of this state of affairs is the excessive pressure 
of population on land ; the number of people depending upon agri« . 
culture for their livelihood is too great to give them living incomes. 
Consequently they have to borrow from mahajansxo keep themselves, 
alive. 

5. Sub-divisiON and h'ragmentafion of Ho/d/ngs, Another reason 
why agriculture is not sufficiently remunerative is the smallness and 
scatteredness of holdings, which make farming uneconomic and_ 
borrowing inevitable. 

. 4. Poor Physique of the Cultivator. Moreover, the , cultivator 
has a weak constitution and is, therefore, inefficient. At certain 
seasons of real work, he falls a prey to various major and minor- 
diseases and becomes weaker still. His contribution to production, 
is, as such, much less than what is necessary for his maintenance. 

5. PJoods, Fan/i/ies, Diseases and Other Calawiiies, Indian, 
agriculture Is subject to a large number- of calamit es like floods,, 
shortage of rains, locusts, pests and diseases, etc. They inflict 
economic injury on the cultivator in two forms. Firstly, his harvests, 
arc damaged and often show poor results. It has been found that 
in a cycle of five years, one year is good, one bad and three indifferent, 
^condly, lack of fodder and diseases like rinderpest take a heavy toll 
of the cattle of the cultivator. Cattle constitute the most important- 
and costly capital of the cultivator and their loss causes considerable- 
financial embarrassment to him. In either case, he has to go to his. 
mahajan who exploits him according to his sweet wii], 

6. Extravagance of the Cultivator. To the agriculturist’s- 
extravagant expenditure upon marriage and domestic ceremonies is. 
attributed a fair part of agricultural indebtedness. But several 
Provincial Banking Enquiry Committees thought that the picture of 
extravagance is generally overdrawn. Usually he is very economical 
and frugal ; he semi starves himself and remains, half-naked. -But on 
the few occasion's of'Ha^pihess or ceremonies, he certainly spends 
money quite disproportionately to his income. 

7. Litigation. Indian cultivators arc very fond of iitigi'tjon. 
They show an attachment not only to civil suits but also to- criminal 
suits of diverse character. The peace and harmony of olden days, 
have disappeared and panckayiits have lost importance. Their place 
has now been taken by quarrels and disharmony and resort to plea- 
ders who foment litigation and exploit cultivators. 
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g, LsHdRemm Policy. "Some economists believe that the land 
revenue realized from cultivators is so heavy and so rigidly collected 
that they cannot pay it in time without invoking the aid of money- 
lenders. R. C. Dutt first propounded this view and many thinkers 
•agree with him even now. . 

9. Imfficknf Rural Credit Organisation. The present mechanism 
•for supplj’ing credit to cultivators is full of many defects and 
contributes its own quota to the rural indebtedness. The only 
.-source from which loans can at present be had is the house of the 
village vtahajm who, besides following many sharp practices and 
unjustly magnifying the loan, charges usurious rates of interest, 
which increase the original debt many times over. Once the culti- 
vator comes to the room of the mahajans, he becomes a 1 fe-Iong 
•debtor and passes on his debt to his offspring. Co-operative credi> 
sodeties have not yet made sufficient progress in out country. 

j o. Changed Position of Cultivators. The establishment of the 
British rule let loose many economic forces like the extension of 
trade and increase in transport facilities, which pushed up the prices 
of agricultural land. The value of the security (land) having thus 
-enhanced, the berrowing capacity of the cultivator also went up. 
He was not slow to take advantage of it and borrowed freely for alt 
sorts of purposes, produc ive and unproductive, often beyond his 
■capacity to pay it back. 

The Attendant Evils 

To this state of indebtedness ace attributed many of the evils 
to which the peasant is now subject. Indebtedness has led ultimately 
to the transfer of land from the agriculturists to non-agricultural 
money-lenders resulting in the creation of a landless proletariat with 
a reduced economic status. Moreover, the terms on which loans are 
given often requite the borrowers to sell their produce to, or through, 
the money-lenders. Sometimes even the price of the produce to be 
sold is fixed beforehand. It need not be said that the money-lenders 
give as low a price as* they can.- Finally, money-lenders impose 
such unjust charges and exact such services that borrowers ate 
virtually reduced to the level of serfs. These practices are, fortunate- 
ly, on a decline. 

Analysis of the Problem and Remedies 

■ The problem of rural indebtedness can be split up into two 
parts : (i) The problem of the standing debt, and (a) the problem of 
the new debt. ^ . . 

. (i) The standing debt is mostly ..ancestral. This debt goes on 
accumulating at compound rates of interest so rapidly that it soon 
multiplies itself several times ; and cultivators gradually lose the hop- 
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of being free, from its burden. The standing debt must be redeemed. 
Some usefuji work is being done in this connection by land mortgage* 
banks organised on co-operative principle. Further establishment of 
these banks , on co-operative or joint stock principle, should be*^ 
encouraged. Land mortgage banks, however, giyc .loans at low 
rates of interest for redeeming standing indebtedness only against the 
securitj of land ; and those who cannot offer this security have no 
way of getting rid of their standing debt. The problem must be 
solved earnestly a'nd effectively on the lines suggested by the Bank- 
ing Enquiry Committees, Royal Commission on Agriculture, etc. 

( 2 ) The problem of current debt must also be solved. The 
present, sources of the supply of credit are very defective and lead 
to further indebtedness in a never-ending fashion. Efforts must be 
made to remove the defects of the existing mechanism. Much can. 
be done by starting co-operative credit societies. The establishment 
of branches of modern banks in the interior can also be a source of 
much help- Something has already been done along these lines and 
the results, though not extensive, show signs of hope. 

Government Legislation 

The various State Governments have been trying for some time 
past to reduce the extent of rural indebtedness in India. Legal enacts 
ments passed by them thus far can be divided into three classes : 

(i) Provision of Divert (Government Loans, In the last two decades- 
of the i9th century, the Government wanted to solve. this problem 
by providing finance to cultivators directly. With this end in view, 
Takkavi Acts, Land Improvement Loans Acts and Agriculturists^ 
Loans Acts were passed. Takkavi loans were meant only for specified 
purposes, mostly current needs ; and moreover there was consider- 
able delay in granting loans, besides the exactions made by petty 
officials. Hence they are very unpopular. Long-term loans for per- 
manent improvement were granted under Land Improvement Loans 
Acts, but loans were not available for redemption of old debts and 
consolidation of holdings. At any rate, the financial resources of the* 
Government being limited, much could not be done, and cannot be 
done, by this method. 

(ii) Control of Money-lenders, Efforts were subsequently made by 
the various Governments to control money-lenders by means of legis- 
lation. The Deccan Agriculturists* Relief Act of 1 879 allowed the 
court to reduce the rate of interest and prevent the sale af land. 
The Punjab Land Alienation Act of i9oi disallowed the transfer of 
land to non-cultivating classes. But the most drastic Acts generally- 
called Moneylenders* Acts have recently been passed by most of the 
states. Under these, money-lenders have to obtain a licence, keep 
proper books of accounts, charge interest up to a maximum limit, 
and desist from molestation and intimidation of debtors. Generally,. 
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total interest cannot exceed the principal. These Money-lenders^^ 
Acts have, however, not been wholly beneficial. Many money-lenders 
have been frightened away and the . cultivator has to sell his pro- 
perties now to obtain cash when needed. Money-lenders can, how- 
ever, evade tWs Act by charging high rates of interest by oral 
agreement or f>y writing promissory notes for fictitious amounts. 
Moreover, villagers are not a cquainted with this legal safeguard 
that is available. to them. 

j (iii) De!^/^ Conciltatihn 'Legislation. Efiorts have at the same time 
been made to pass legislation for reducing the outstanding old 'debt. 
Most of the states have passed suitable legislation for creating Debt 
Conciliation Boards which are meant to scale down debts under 
mutual agreement In U. P. such an Act was passed ih i939. How- 
ever, even when debts are scaled down, cultivators do not always find 
it possible to keep on paying instalments as agreed. Moreover, this 
method does not prevent further accumulation of indebtedness. 

QUESTIONS 

• 1. Stai-c the causes of rural indebtedness in this country. 

2. Give an estimate of total rural indebtedness in this country. How can 
tbis problem be solved ? 

3. How far Government legislation has been successful in solving the pro- 
blem of rural indebtedness ? 

EXAMINATION QUESTIONS . 

• U. Int. Arts 

1. Discuss the existing arrangement for meeting the credit needs of the 
cultivators in India. What impiovemcnts do vou suggest in those arrangements ? 
( 1950) 

2. What arc the causes of rural indebtedness in India 1 How far have the 
co-operative credit socieucs succeeded in solving tbis problem. (1944) 

Raf., Int. Arts 

3. Whit are the causes of rural indebtedness in our country ? How far 
has the co-opeutive ctedii movement succeeded in solving tbis problem. (1949) 

Sagar, Int. Arts 

4. Explain the main causes of lUi^al indebtedness in India and suggest some 
remedies. (1950) 

Punjab, Inter. 

5. What do you know ol the nature, extent and causes of rural indebtedness 
in India ? What steps have so far been taken to check the increase of rural in^ 
debtedness ? (1948) 

Delhi, Higher Secondary 

6. Discuss the part played by the money-lender in the rural economy of 

India. How far do you 'agree with the slogan, '^Down with the money-lender^^? 
(1951) . • . 

7. It is said that the amount of rural indebtedness in India today is much less 
than what it was in 1937. Which of the following do you think is most responsi* 
blc for this : fa) co-operative movement, (b) high prices of agricultural produce 
during 1937-48, (c) improvement in'agriculmral productivity ? (1949) / 
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CO-OPERATION IN INDIA 

Co-operation is a special form of economic organisation in which the people 
wot T; together for definite business purposes unJer certain definite business rules. 
“The root of the co-operative idea is a relation between business and ethics which. 
Ip greater than the necessary commercial honesty of our present indiutral sysrent. 
— -Gardm atfd O' Brieu, 

§ I, INTRODUCTORY • 

Meaning of Co-operation 

Co-operation is a voluntary organisation of persons who associate 
on equal terms for the satisfaction of their common economic 
needs. To co-operate literally means to work together ; but 
co-operation in Economics implies that the association is volun- 
tary, that the members have equal standing and that the object 
is the satisfaction. of some economic need. The fundamental 
object of co-operation is the elimination of the middlemen of 
all kinds and the abandonment of competition. 

Fields of Its Application 

Co-operation has a wide field of application. In fact, wherever 
middlemen exist and wherever they can be possibly and profit- 
ably eliminated, co-operation can be applied with advantage. 
Specifically, co-operation is of the following kinds ; 

I. Consumers’* Co operation^ The object of consumers’ co-opera- 
tion is to enable consumers to purchase the articles of their 
.consumption as cheap as possible. The co-operative society, in 
this case, purchases articles at wholesale rates and sells them 
cheaply to the members. Any profits made during the year, 
after meeting all expenses, are divided among the members in 
proportion to the purchases made by them. Shopkeepers are thus 
eliminated. 

. a. 'Productive Co-operation. It is an association for producing 
certain goods. The members themselves are the labourers and 
work through an elected committee. The profits made during 
the year are divided among the members. This form of co-opera- 
tion eliminates organisers and entrepreneurs. 

5. Credit Co-operation^ It is meant to meet the credit require- 
ments of the members on the basis of the credit and resources 
of all of them collectively. Since all the members incur per- 
.sonal liability for the debt, the credit of the group is thorough, 
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and consequently, money can be borrowed at low rates of interest. 
Credit co-operation eliminates money-lenders. Credit co-operation 
is the most popular form of co-operation in India. 

4. Miscellaneous Co-operation. Then, there are a host of other 
forms of co-operation, e. g., sales co-operation, housing co-opera- 
tion, insurince co-operation, etc. 

Schulze-Delitzsch and Raiffeisen 

Germany and Denmark are the two countries in the world in 
which co-operation has made outstanding progress. The idea of 
co-operation originated in Germany during the last century, 
when German agriculturists and artisans were helpless victims 
■of money-lending Shylocks. Their pitiable state made a deep 
impression on Messrs Schulze-Delitze and Raiffeisen who 
tried to improve the matters by starting co-operative societies. 
The former started urban co-operative credit societies to help 
petty traders and artisans ; and the latter, rural co-operative credit 
societies to assist small cultivators Our credit societies have 
been modelled after Schulze-Delitzsch and Raiffeisen types. We 
•should, therefore, know the important features of each of them. 

In a Raiffeisen society, the area of operation is limited. 
Generally shares are not issued ; it is only rare that shares of 
very small value, within the teach of everybody’s pocket and 
free from the danger of dividend-hunting, are allowed to be 
issued. Members have unlimited liability so that they may proceed 
with maximum vigilance and the credit of the society may be 
excellent. Loans are given only to the members and for productive 
purposes. Loans arc granted for relatively long periods and faci- 
lity for repayment by easy instalments is provided. Profits arc 
not divided but ate credited to a permanent and inalienable 
reserve fund. The management is honorary and democratic. 
Umited area of operation , lack of share capital, unlmited liability, 
non-issue of loans to non-members and for unproductive purposes, indi- 
visibility of profits and honorary management are then the chief features 
of the Raiffeisen society. Co-operative societies in out rural areas 
arc mostly based on this principle. 

In a Schulze-Delitzsch society, the area of operation is wide. 
It also possesses a share capital. The liability of the members 
is limited. The credit is provided only for short terms. Profits 
are divided among the share-holders, only a part being transferred 
to the Reserve Fund. The management is paid. A mde area of 
operation, existence of capital, limited liability, short-term loans, divisibility 
of profits and paid management are the essential features of the Schulcie- 
Delite{sch society. This is a suitable basis for urban co-operative 
societies. 

34 
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.Advantages of Co*operation % ' . 

^ * Co-operation can be of very great benefit to our country. 

People of rural ‘as well as urban areas can apply the principle 
of co-operation to their very great advantage. 

The 'following are the chief advantages that can accrue to 
villagers : (i) Their one important problem is to obtain credit 
for short term at a reasonable rate of interest. If the co-opera- 
tive credit societies work properly, they can give short-term 
Joans on moderate' rates of interest. Today the money-lender is 
imote or less the* only sburce of credit in rural areas ; and, Ke 
takes advantage of the situation by charging a high rate of interest. 
‘Besides, he does not receive any deposits and mostly lends out 
‘of his own capital. , Limitation of funds also prompts him to charge 
a high rate of interest. As against this, the object of a co-bpera- 
tive credit society is not to make maximum profit but to give 
‘loans to membep at low rates of interest. In fact, they are the 
societies of‘ cultivators ' themselves and are meant for their benefit*. 
Their funds are not .also limited because in addition to 'their 
own capital, they can borrow money" from State Co-opera- 
tive Banks. It is also important fo remember that joint stock 
banks are not in a position at the present* time to open their 
branches in rural areas. The current expenses of a branch office 
are heavy ; and can be justified only if the scale of business is 
sufficiently large^ which is impossible in a village. Moreover, 
^ost of the business of such banks is done in English, whereas 
most of our cultivators are illiterate. This increases the value 
and importance of co-operative credit societies in our rural areas. 
(2) ‘ The second important problem of villagers is to obtain 
credit for long period with the object of repayment of their 
accumulated debt and for permanent improvement like digging 
wells, purchasing implements, and so forth. Co-operative credit 
societies can take up this work also and discharge it satisfactorily. 
( 5 ) Villagers can also form co-operative societies for purchasing 
seeds, manure, implements, etc., at low prices, for selling their 
crop at high prices, for consolidating their holdings, and so forth ; 
and thus derive from them considerable* benefit. 

Urban population can as well apply the co-operative prin- 
ciple usefully. The needs of urban population are of different 
nature and types ; and to meet them different types of co-operative 
societies can be set up. Some of .them are mentioned below : (i) 
Artisans require short-term loans at low rates of interest, raw 
materials of good quality, and a satisfactory sales organization 
for their products. For this, they can set up credit and sales 
co-operative societies. (2) Consumer Co-operative stores are 
useful to all the consumers since they supply good quality articles 
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at prices ^hich ate ultimately below the market ptices. ,(3) 
Co-operative societies can also be formed for constructing build- 
ings, for organizing production, for purchasing certain things, 
or for sales. 


' § 2. HISTORY OF CO-OPERATION IN INDIA 

Co-operation was officially set up in India in i9o4. Attempts 
were made to establish co-operative societies in India even before 
that year but they were either shelved or met with poor success. 
All these attempts, it may be remarked, were made to attack the 
problem of rural credit. The first suggestion in this connection 
came from Sir William Wedderhucn and Mr. Justice Ranade whose 
scheme of agricultural banks, though accepted by Lord Ripon, was 
turned down by the Secreiary of State for India. Again ini 892, 
Sir Fredrick Nicholson submitted his R^pr^ on hand and Agricultural 
Banks to the Government of Madras which he summarized in two 
notable words ; “F/V/i haiffeisen''*. He recommended the establish- 
ment of.rural co-operative credit societies, of the. Raiffeisen type. 
But the Government took no action on his report thinking that the 
problem of rural credit was not important in Madras. Mr. Dupernes 
of U. P. Civil Service continued the discussion initiated by Sir 
Fredrick and published his well-known book, the * People s’ Bank 
for Northern India’. Some societies were also started in the Uttar 
Pradesh; Bengal and the Punjab. But as these attempts were 
sporadic and no facilities were provided for the growth of the 
movement, its progress was little. In i9oi the Government appoint- 
ed a Committee to consider the question of the establishment of 
Agricultural Banks in India and the report of this Committee 
resulted in the enactment of the Co-operative Credit Societies Act 
of i9o4. 

The Co-operative Societies Act, 1904 

The co-operative movement was launched in India on the zlth 
March, i9o4. • The Act of i9o4 made provisions for the formation 
of credit societies only, partly because the problem of credit was one 
of the most pressing problems^- and also because the principles of 
co-operation could be easily learnt in the simple field of credit socie- 
ties to be applied to other difficult fields later on, though the Central 
Banking Enquiry Committee assert that the restrictive scope of the 
Act of i9o4 was just “a slip’’. Special emphasis was laid on rural, 
rather than on urban, credit. 

According to the provisions of the Act, any ten persons, from 
the same village or town, or of the same tribe or caste, could apply 
to form themselves 'into a co-operative credit society. If the four- 
fifths members were agriculturists, the society was a Rural Co-opera- 
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tivc Credit Society, and was to be organised on the lines of the 
Raiffeisen Society. All other societies were named the Urban 
Co-operative Credit Societies and were to be modelled after the 
Schulze-Delitzsch type. 

The members of the rural society were to have unlimited 
liability and all its profits were to be carried to a permanent Reserve 
Fund. The urban society was allowed to work on the principle of 
limited liability, to divide 4/5ths profits among the members, carrying 
only i/5th to the Reserve Fund. The size of the share capital, if 
raised at all, was testricted. The societies were expected to raise 
the working capital from entrance fees, deposits from the members, 
shares and loans from outside sources. Loan could be given only 
to members. The Government reserved the power of compulsory 
inspection, audit and dissolution. 

The Co-operative Societies Act, 1912 . 

The progress of the movement subsequent to the enactment 
of the 1 9o4 Act "was remarkable. The movement soon outgrew the 
scope of the Act and another Act was passed in 1 9x2, This Act 
remedied the defect of its predecessors, authorized the registration 
of societies for purposes other than credit, and substituted a scientific 
classification of societies based on the nature of the liability, for the 
arbitrary one into rural and urban. It also recognised (i) UnioHs^ 
consisting of primary societies for mutual control and audit, (ii) 
Centra i Banks^ composed of societies and individuals, and (iii) Provits^ 
dal Banks made up of individuals. It is noteworthy that in spite qf 
the removal of the limitations imposed by the original Act, and the 
legal creation of several forms of' non-credit societies, the prepon- 
derating element in Indian co-operation is still credit. 

The Maclagan Comtmittee and After 

The new Act had a stimulating affect on the movemeat in India. 
In i9i4, Maclagan Committee on Co-operation was appointed; and the 
movement entered on its third stage of development after the publi- 
cation of the classic report of this Committee in i9i5. The report 
led to the re-organisation and overhauling of the administration of 
co-operative societies. All the societies which failed to reach the 
ideal of co-operation were eliminated. Punctuality in repayment 
was insisted upon. The hon-official share of the movement began 
to increase. 

Government of India Act, 1919 

In i9i9 the Government of India Act was passed and co-opccatioa 
became a state (prbvincial) subject under a Transferred Department. 
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The movement thus entered on the fourth stage of its development 
since it nov? began to be administered by the ministers of the 
State Governments. , Much interest began to be evinced in the 
subject and immediately there was a large addition to the number of 
societies all over India. 

Since then much improvement has taken place. An important 
line of development has been the appointment of Co-operative 
Enquiry Committees by vario^is states. A committee was appointed 
in Madhya Pradesh in and Bihar and Orissa followed suit in 

i923, a few years later the Okden Committee conducted a similar 
enquiry in the Uttar Pradesh ; and the Townsend Committee in 
Madras. Such enquiries have led to consolidation and reorganiza- 
tion of the co-operative societies. Many states have legislated new 
co-operation laws. Much emphasis has also been laid on non-credit 
co-operation. In i9z6 the Koyal Commission on Agricnlitire and in 
i93i the Indian Banking Engniry Committee submitted valuable reports 
and their recommendations have led to a tightening up of supervi- 
sion, an extension of land mortgage banking and efforts to meet the 
growth of overdue loans. The seed thus sown in i9o4 has grown 
today in the course of about 5o years into a fine tree with twigs and 
branches spread out in many directions. 

§ 3, TtfE PRESENT POSITION 
The Co-operative Structure 

Co-operative societies can be of two types : Primary and Cen- 
tral. The principal function of Central Co-operative Societies is to 
help Primary Co-operative Societies. It is the latter which do 
most of the work. They can truly be called the foundation of 
the co-operative movement in India, There are about i,ooo Central 
Co-operative Societies in India; and there are i'7i lacs of primary 
CO operative societies. 


Sub'classes of Primary Co-operatite Societies. Primary co-opera- 
tive societies arc found in rural as well as urban areas. The co- 
operative movement in India was started primarily .for the benefit 
of the rural population. As such, most of the existing co-operative 
societies operate in villages. There are about. f47 lacs primary 
co-operative societies in villages, as against o-z4 lacs (r.e., 24,ooo} 
in cities. As such, primary societies can be sub-divided into rural 
and urban societies. Again, they can be subdivided according to 
their being credit or non-credit societies. 
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Chart 26 — Co-operative Societies in India in 1 945 - 46 . 

It is clear from the above chart that the main role of co-opera- 
tive societies in India has been to supply credit to rural population. 

Sub-classes of Central Co-operative Societies. Central co-operadvc 
societies are meant to help the primary societies. These are of 
four types : {a) Guarantee Unions which guarantee the repayment of* 
loans taken by primary societies ; (b) Supervisory Unions which super- 
vise the working of primary societies ; (c) 'Central or District JBank 
which exists in every district and which gives loans to co-operative 
societies in that district; and (d) Proitincial ' or State Bank which 
gives credit to the district banks working in a state. All State 
Banks have formed themselves into an Indian Provincial Co-opera- 
tive Banks’ Association which keeps an eye on the working of all 
the State or Provincial Banks and through which these banks help 
each other in times^of need. Hence, from the point of view of 
control, ^the position of the co-operative movement in India is as 
follows ; 


Indian Provincial Co operative Banks’ Association *■ ' 

Provincial Co-operative Banks of 
Different Provinces 

District Co-operative Banks 
in Districts of Each Province 

Primary Co-operative 
Societies in Localities in Each District 
Agricultural Co-operative Credit Societies 

. We will first disci^ss Agricultural Co-operative Credit Societies. 
The foundation of this movement is constituted by the PRIMARY 
SOCIETIES with which we deal below in detail. 
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{i) Si^e of the Society. Any ten persons can organize a rural 
■credit society. The number of members should not be very largd 
as it deteriorates efficiency. ■ 

(z) Area of Operation. The area of operation of a society should 
not be "wide. As a rule, there should be one society in each village* 
so that members might know each other fully well and exercise 
mutual control. This is necessary as the liability of the members 
is usually unlimited. 

(3) Liability. The liability of the members is unlimited. If 
some members wish to keep their liability limited, they have to' 
take special permission from the Government. Every member of a* 
primary society is individually and collectively liable for all the 
liabilities of the society without any limit. This principle of un- 
limited liability enhances the credit standing of a society. More- 
over, members with unlimited liability exercise proper vigilance in 
giving loans because they know that if any debtor does not pay 
back the loan, they will have to bear the loss themselves. There- 
fore, every loan is given after proper scrutiny and after full 
assurance that the borrower will use the loan for some productive 
purpose. Besides this, the members also then insist upon punctual 
repayment of loans, which results in timely repayment. As such,^ 
the principle of unlimited liability is in the interests of members. 

(4) M nagement. The management of the Primary Agricultural 
Co-operative Society is honorary. There is usually a General Com- 
mittee consisting of all the members and a Managing Committee 
of the selected few for carrying on routine and executive business. 

. (5 ) Working Capital. The society obtains the working capital 
in the shape of entrance fees, deposits by members, share capital,^ 
if any, and surplus assets in the Reserve Fund, These are the in-, 
ternal sources. The external sources of capital are loans and deposits 
from other, societies, from Government and from Central and 
Provincial Co-operative Banks. 

(6) Objects of Loans. Loans ate given primarily for productive 
purposes and for the redemption of past indebtedness. Loans for 
unproductive purposes should not be theoretically given but they 
are granted lest the villagers might fall into the clutches of money- 
lenders. . 

(7) Kates of Interest. Loans ate granted at low rates of in- 

terest. This is indeed the chief object of such societies. But rates 
should not be very low lest they might make members reckless in' 
borrowing. ■’ 

. (8) Repayment. Debts ate to be repaid in easy instalments and 
punctuality in payment is stressed upon. The time of repayment is 
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made to coincide with the time when the agriculturist is in the 
possession of funds. 

(9) Security. Strictly speaking, no security should be taken from 
the borrowers and their honesty should be relied upon. But, in 
practice, sureties from amongst the members are furnished and col- 
lateral security is also demanded. 

(10) Profits. In the absence of share capital, the entire profit 
is credited to the Reserve Fund, But where there is a share capital,, 
a part is allowed to be distributed amongst the share-holders. Some- 
times a fraction of profits is permitted to be spent on religious and 
educative purposes. 

(ix) Supervision. The working of societies is subject to minute 
supervision and audit of the Registrar of Co-operative Societies. 
He appoints Auditors and Inspectors for this purpose. Supervising: 
unions also do creditable work in this connection. 

Failure of Rural Co-operative Credit Societies. It is a matter of 
regret that the co-operative credit movement in India has been a 
failure. There are several indications of this failure : (i) The total 
leal capital of these societies is only Rs, 3o crores, an amount alto- 
gether inadequate for our cultivators, (ii) The loans given by them 
arc not always productively used. Very often cultivators spend the 
loans they take on marriages, festivals, etc. The consequence is 
that they cannot repay the loans. (iii) A part of their total loans 
fs not realized and becomes bad debt. It has been estimated that 
about one-third of the loans given by these societies is not realised, 
(iv) Finally, the sahukar still has an important position in the village 
economy as he continues to be indispensable as supplier of rural 
credit, 

2. Agricultural Co-operative Non-Credic Societies 

Some co-operative societies working in rural areas transact 
some non-credit business as well. They are set up for obtaining 
implements, manures and seeds at low prices, for the consolidation 
of holdings, and for other similar purposes. But such societies have 
not yet proved a success. 

3. Non-Agricultural Co-opefalive Credit Societies 

Credit difficulties exist not only in rural areas but also in cities 
and towns. Particularly when prices rise, wages are held in arrears, 
or standard of living increases, labourers and artisans feel the necessity 
of borrowing money. To solve this problem many non-agcicultural 
co-operative credit societies of the Schulze-Dclitzsch type have been 
started in various states and are making fair progress. People's 
Banks arc also to be found in some cities, which arc meant to give 
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loans to businessmen, artisans and factory-owners^ doing business on 
stnail scale. Such banks have done useful work in mobilising small 
savings. 

Non-agricultural Co-operative Non-Credit Societies 

In urban areas, non-credit co-operation has made greater pro- 
gress than credit co-operation. Non-credit co-operative societies ate 
of several types. They have made successful attempts to purchase at 
cheap rates suitable types of yarn and silk for weaves, cane for basket- 
makers, timber for carpenters and implements for artisans of all 
classes. They have often been opened for purpose of insurance. 
One also comes across Building Co-operative Societies and Consu- 
mers’ Co-operative Stores. Of these, Consumers’ Co-operative Stores- 
ate very important and have been discussed in detail in 4§ below. 

Advantages of Co-operation in India 

The co-operative movement in India has not yet developed to 
the fullest extent and the little progress that has been made is not 
free from defects. Still the movement has conferred many advant- 
ages which may be briefly summarized below : 

(i) Ecotiorfiic Advantages. We have already discussed the 
economic advantages of the agricultural credit co-operation, which 
is the heart and soul of the movement, in a previous chapter.** Other 
branches of the movement have not been batten of useful results. 
Agricultural non-credit societies have done much to popularize im- 
proved seeds, cattle, cheap manures and implements. The problem? 
of sanitation and medical relief have also been tackled. Non-agticul- 
tural societies, though few, are doing quite good work and arc 
ameliorating the lot of factory labourers, depressed classes and- 
persons of all sorts and conditions, 

fa) Moral Advantages. Besides economic advantages, the 
movement has toned up the standard of morality of its members. 
It has inculcated the spirit of economy and thrift. Much of the 
litigation, which had hitherto been a drain on time, energy and money 
of the poor, has stopped ‘, 'the disputes ate now settled by arbitration. 
Besides, a man of loose character and doubtful morality is not allow- 
ed to become a member of the society ; and this restriction ha? 
tended to correct moral degradation to some extent. As Darling 
observes, "Litigation sod extravagance, drunkenness and gambling,, 
arc all at a discount in a good co-operative society and in their place 
will be found industry, self-reliance and straight dealing, education 
and arbitration societies, thrift, self-help and mutual help”. 

(3) Educative and Adtninislrath e Advantages. The co-operative, 
movement has educated people in diverse ways. A member of the 


4StC Cliaptcr, 52, anir. 



558 


INTRODUCTION TO. ECONOMICS 


co-operative society has the .privilege of attending Its meetings, and he 
has to understand its rules and regulations. If he is appointed to a 
responsible post, he has to make a closer study of the whole affair. 
Thus his intelligence is stimulated and his power . of reasoning and 
understanding quickened and refined. In many cases, the necessity 
to read entries in pass-books, or to make signatures, has encouraged 
literacy. Side by side, a unique system of imparting education* in 
'administration and democracy has been provided and is bearing 
good fruits. 

(4) Social Advantages, The movement has benefited society in 
more than one way. The principle of unlimited liability calls for 
mutual vigilance and conditions public opinion against thriftlessness 
and extravagance. Thriftlessness on the occasions of marriages and 
other domestic ceremoni^s are thus held in check. Much benefit has 
also resulted from the improvement in drainage system, the repairing 
of wells, the provision of mediaal relief, etc., organized under the 
auspices of co-operative societies. 

Defects in the Co-operative Movement in India 

The following are the important defects of the movement : 

(i) Neglect of NorhCredlt Societies, The co-operative movement 
has not made sufficient progress in our country. The only pro- 
blem to which the movement has mainly addressed itself is that 
of rural credit ; and here too the work that has been done 
^‘ amounts only^ to a scratching of the surface,” Thh is the 
greatest shortcoming of the movement. There are several other 
spheres like sanitation, construction, purchase, sale and others, to 
which eo-operation can be extended with advantage, . - 

(z) LMck of the Principles of True Co-operation, There is a 
deplorable lack of the understanding of the principles of true 
co-operation. People have not yet entered into its . true spirit 
and regard it merely as an ordinary credit agency. They .somehow 
feel 'that it is a Government movement and the Government have 
some ulterior motive behind it. 

(4) Mismanagement, There is a good deal of mismanagement 
*l3f the co-opcra‘ive societies. As the Royal Commission on Agri; 
•culture pointed out, members of societies delay payments even 
when able to repay ; office-holders refrain from taking'’ action 
4igainst defaulters ; and the spirit of self-help is not prominent. 
Even when defects arc obvious and admitted, there is reluctance, 
.as dangerous as it is regrettable, to liquidate societies* whose 
condition is beyond . remedy. In ; particular,, the economic purpose 
of the loan is not carefully scrutinized and the evil feature of 
<n’crducs is very common. 
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(4) Defsciiv'e Atidif. It is of the greatest importance to have- 
an efficient and thorough audit in order to prevent bad manage- 
ment and embezzlement and to inspire confidence in the pub- 
lic. The existing arrangements vary from state to state and 
are mostly unsatisfactory. Audit, supervision and inspection of 
societies; which are closely allied functions, are now vested in 
two and sometimes in three different agencies, resulting in much 
overlapping of work and waste of efforts and money. 

(5) ]F//ido)}>-(iress//jg. The real -work is generally neglected 
and people use their genius for window-dressing. This is pro- 
bably not so in the Punjab where the movement has been a com- 
parative success. 

(6) HighKafes of Inferesf. The rates of interest are still high 
in many states. To a certain extent this is inevitable, for 
two or three intermediate, agencies, each requiring profits, inter- 
pose between the ultimate borrower- and the original lender or 
depositor; the primary, society, the central bank and the state 
bank, each adds something to the rate of interest payable to the. 
depositor. Under ideal conditions, societies are expected to attract' 
locally all the capital needed for the requirements of the members. 

(7) hielasticitj, Vilatoriness and Inadequacy. One of the 
greatest weaknesses of the movement consists in its inelasticity,, 
dilatoriness and inadequacy. Members fail to get as much money 
as they want and whenever they feel its necessity. Unnecessary 
delay is sometimes involved in the process. One result is that, 
members have to go frequently to the money-lender. Indeed a- 
habit has grown up among societies of taking up as much as 
they can from the Central Banks once a year and giving out the 
money to their members in a lump sum. The money received 
in a lump sum is spent as soon' as it is received, and when other 
needs arise, money is again borrowed at exorbitant rates from- 
money-lenders. 

(8) ■L.ack of Consolidation. Efforts directed towards the recti- 
fication and consolidation of existing societies have so far borne 
no fruits; 

(9) Predo'uinence of Government Control. In its inception, ini- 

tiation and control, the movement largely remains a Governmerit 
movement. The share of non-officials in it is very insignificant.’. 
In order to be a success, it must be a movement of the people; 
for the people, by the people. • 

(10) Handicaps of T/irift/essness and Illiteracy. .Co-operation 
has not been able to inculcate in the people the habit of thrift ; 
so that the borrowed money is returned with difficulty and slow- 
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ness and the need for taking loans arises only too rapidly. The* 
illiteracy of the masses is a great obstacle in the way of success, 
of the movement. 

§ 4, CONSUMERS’ CO-OPERATION 

Among urban co-operative societies, consumers^ co-operation 
has made great progress and shown good results. We will, there- 
fore, study this subject in some detail below. 

Objects of Consumers’ Co-operation 

Everybody is a purchaser and buys goods of his requirements: 
from shop-keepers and not directly from producers. Usually 
producers sell the goods to wholesale merchants ; the latter to 
retail merchants ; who sell them to consumers. Wholesale and 
.retail merchants are middlemen and increase the price of goods- 
If a packet of cigarettes is sold by the producer to the whole- 
saler for 2 as, the latter will sell it to ‘the retailer for z as. 5 pSr 
who may ultimately dispose it off to the consumer for z as. 6 ps. 
or more. If the consumer were to purchase this packet of cigarettes- 
from the producer himself, he could have got it for 2 as. only^ 
and would have saved 6 pies. It is to eliminate middlemen and 
to save the profit going to their pockets that consumers’ co opera- 
tive societies arc opened. Another reason for opening societies is 
to guarantee the quality of goods. Even when full price is paid 
to a shop-keeper, he passes on adulterated or poor quality goods- 
to us. But a consumers’ co-operative society ensures that the 
quality of the goods is genuine, 7/ is to [a) eliminate middlemen and 
(^) to ensure the genuineness of the quality of the goods that consumers* co- 
operative societies arc set up. 

Principles of Consumers' Co-operation 

Consumers’ Co-operative Store, or Distributive Society as It is^ 
sometimes called, is an association of consumers for the sale of goods- 
to the consumers at cheap rates and of genuine quality. Consumers 
of a particular locality or area combine to form a co-operative store 
by purchasing its shares, the profits of the store being divisible 
among the members in proportion to their purchases. For instance, 
if Yusuf purchases goods worth Rs. i,ooo in a year while Rakesh 
purchases gOods worth Rs. 5oo only during that period, Yusuf will 
get twice as much profit or dividend as Rakesh. The price at which 
goods arc sold is equal to the market price, the profits divisible 
among the members being the form taken by the reduction of price 
below the market level. In some cases, however, goodi arc sold 
at less than market price also ; but the principle remains the same. 

The chief principles on which a consumers' store is organized 
.Vi^ liability of the members is limited. A 
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member may purchase any number of shares he likes but he can 
have only one vote. Each member is duty bound to purchase all 
the goods sold by the store from the store only. The store sells the 
goods of genuine quality at market rates,’ no credit being aliowed. 
•One-fourth share of the annual profit is earmarked to a Reserve 
Fund, the rest being distributed among the members in proportion 
■to their annua! puvehases. Tne members gather together in what 
is known as a General Meeting and shape the policy of the store, to 
,^ivc effect to which they elect a Managing Committee, The Manag- 
ing Committee manages the store. 

Consumers’ Co-operation Abroad 

Consumers’ co-operation has been a very successful institution. 
It has been singularly successful in Gr.-at Britain where such stores 
run beyond millions. In Germany too their progress has been great. 
But they have made only half-hearted success in the United States of 
America, probably due to the high efficiency of retail stores in that 
country and the indifference of the receivers of high wages to a 
•scheme which is meant to effect only small savings. In India, their 
-progress has been very little. 

The consumers’ co-operative store had its origin In 1 844 when 
the famous Rochdale Equitable Pioneers’ Society was established at 
Rochdale (England) by twenty-eight weavers wi.h a capital of ^ 28 . 
The beginning was modest for the store sold only butter, sugar, 
loats, wheat and candlesticks in the beginning. But slowly it spread 
.ts wings and began to sell almost all the commodities required by 
^ts members. The example was soon copied by consumers of other 
^areas and several stores were started. Their success was inimical to 
the interests of the retail traders who put pressure on the whole- 
salers and producers and made them sell the goods to consumers’ 
stores at increased prices. But this did not injure, rather it contributed 
to, the progress of the stores ; for they retaliated by starting a 
wholesale society. The consumers’ stores became members of the 
society ; and the profits of the society became distributed among them 
in proportion to their purchases. The nest step in the evolution 
of the stores was the formation of big factories for the production 
of the various goods like shoes and boots, cloth, paper, oil, furniture, 
etc. The stores thus eliminated both, the wholesalers and producers, 
and thus saved what used to go to them in the shape of profits. 

Consumers’ Co-operation in India 

The consumers’ co-operation, which has attained such notable 
success in England, has made only little progress in our country. 
A few co-operative stores of this nature are found today in Uttar 
Pradesh, Bombay, Madras, etc. Stores attached to colleges and 
hostels have been quite successful in showing encouraging results. But 
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on the whole the movement has made little progress. Several stores 
were started in this country during the Great War I when prices of 
commodities shot up like anything; but the return of normal 
prices in the post-War period saw their decline. During^ the 
period of the World War II, the number of Consumers’ Co-operative 
Stores did not increase noticeably. After the attainment of freedom,, 
several state governments gave considerable prominence to the conr 
sumers’ co-operation, of which Uttar Pradesh is the best example. 
Hence the number of such stores is now increasing. The total 
number of Consumers’ Stores in India is at present about 4,ooo, 

The causes of the backwardness of consumers’ co-operation 
in India are not far to seek, (i) So far as the rich people are con- 
cerned, they have no ambition to partake in such a scheme, for the. 
little saving made by means of store does not attract them, (a) 
The middle class men a'^c not attracted to it because the retail shops 
in town and cities give several facilities of credit and delivery at 
consumers’ residence which are not provided by stores, while the 
difference in the retail and wholesale prices is narrow due to pressure, 
of competition among the shop-keepers. (3) In England, the move- 
ment has found its roots in the poor class people, particularly 
labourers. In India, this class stands, disorganized and indebted to 
the shop-keepers, which disable it from putting this scheme inta 
execution. Besides, it is a well-known fact that the labour class in 
India is mobile, flowing as it does to the rural tracts during busy 
agricultural seasons ; '^nd has, therefore, hardly any interest in such 
a permanent scheme. (4) Again, consumers are generally unable 
to find sufficient capital, for the venture, they being specially handi- 
capped by the absence of central banks; etc., from which the stores, 
ordinarily obtain finances. (5) Finally, there is an absence of 
wholesale societies with the result that wholesalers are tempted or 
persuaded or pressed to charge high prices from the stores. 

The most important consumers’ co-operative store in India is 
the Madras Triplicanc Store which was started in i9o4 on a modest 
scale. The careful supervision and management and ruthless economy 
gave it the success it deserved and today it has i5 branches whose 
yearly sales come to about 12 lacs of rupees. Its paid-up capital is 
about one lac of rupees and its Reserve Fund li lacs. 

QUESTIONS 

1. Explain the meaning of co-opcration. What arc the fields of its appli- 
cation ? 

2. Dfsenbe the origin and the principles of the Schulzc-Dellizsch forms of 

co-operative societies. ' ♦ 

3. Trace the histoty of the co-operative movement in India. 

4. Describe the structure and present position of the co-operative movement 
in thii country. 



* ■ COOPBHATIOK IN INDIA - 


565 * 


5. Lay down the principles on which the co-opcrativc primary societies have- 

been organized. , , 

’ ; 6.’ i What ate the advantages of co-operation ? How far have they been realised, 

in this country ? ’ 

?♦ ‘ Discuss in detail the defects in the co-operative movement in this country; 

V ; ‘ EXAMINATION QUESTIONS 

U. P., Int. Arts 

L Discuss the main functions of co-operative credit societies. Will yon 
advocate the introduction of multi-purpose co-operative societies in India ? Give* 
reasons (1951) 

2. Write a note on Co-operative Production (1950) 

3. *W^t are the principles on which ‘ the agricultural co operative credit 
societies are organized in India ? Explain the utility of :be principle of joint and 
several liability, (1946) 

4. Write a note on co-operative credit societies. (1945) 

.5. What: -arc the causes of rural indebtedness in India? How far have the 
co-operative credit societies succeeded in solving this problem ? 

(U. P., 1944, 1938) 

6. What arc the causes of rural indebtedness in India? How far have the 
co-operative credit societies succeeded in solving this problem ? 

(U.P., 1942) 

U. P., Int. Agr/ y 

7. Wr»tc an essay on the importance of co-operation as a solution for the 
problems of Indian agriculture. (1948 ) 

Raj., Int. Arts, 

8. What arc the caus^ of rural indebtedness in our country ? How far 

bJis the co-opferativc credit rnovement succeeded in solving this problem ? (1949) 

9. Analyse the causes of slow growth of co-operative credit movement in* 
this country. Offer suggestions for improvement. (1948) 

10. On what principles arc rural co-operative credit societies founded in 
India ? Explain the advantages of the principle of joint and several liability of 
the members, (1944) 

11. How is inierest determined by the interaction of demand and supply. 
Show how it is possible for co-operative credit sociaies to advance loans to agri- 
cultural classes at much lower rates of interest than a village moneylender. (1943) 

^ 12. Why arc rural co-operative credit societies in India based on unlimited 
liability ? What have been advantages of such societies ? (1941) 

13. What is a co-operative store ? Discuss its advantages, (1940) 

Raj., Int. Com. 

14. Write a note on ^Co-operative Stores’. (1949) 

Banaras, Int. Arts. 


15. What is meant by cO'Operaiive production ? What ace its chief advan- 
tages ? Why has this branch of co-operative activity made a veiv slow procress in 
India ? (1947) / k t, 

Banaras, Int. Com. 


16. Write a note on consumers’ co-operation. (1947) 
Sagar Int. Arts 

17. What are the chief aims of rural co-operative credit ? 
the oiganisation in C, P. and Bcrar. (1948) 


Briefly dcscribe^ 
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5agar, Int, Com. 

IS. Write a note on co-operative credit societies* (1949) 

19. Describe the organisation of rural co-operation in C. P. and iJcrar. 
What arc its benefits to the Indian agriculture ? (1948) 

Nagpur, Int. Arte, 

20. How* xrould you organise co-operative credit society in a village ? 
Under what conditions would it work successfully. (1949) 

21. What do you understand by a co-operative society ? Give the forms of 
rural co-operative movement in C. P. and Berar, (1947) 

22. Write a short note on co-operation. (1945) 

Nagpur, Int, Com. 

23. What do you understand by a co-operative society ? Give ibe' forms of 
rhe rural co-operative movement in C. P, and Berar. (1947) 

* Panjab, Inter. 

24. What benefits are members likely to derive from a Consumers* Co- 
operative Supply Society 7 How far is a College Hostel Mesi (Kitchen) a society 
of this kind T (1951) 

25. Describe briefly the services rendered by wholesale and retail merchant* 

in modern economy. What arc advantages, if any, of having co-operative supply 
f tores 7 (1949) 

26. What do you know about a Co-operative Stotc ? What are the advan- 
tages that accrue to its members ? Illustrate your answer from the working of any 
store that you know. (1948) 

Delhi, Higher Secondary' 

27. Write a short note on Co-oprrativc Associations. (t9SC) 

28. Point out the defects in the Co-operative Moveroent in India. (1950) 
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Good roads, canals and navigable rivers — by dirmnistung the cost of carriage, 
arc tbe greatest of all improvements. — Adar/7 Smth. 


§ I. INTRODUCTORY 

Out present' day society is very fundamentally dependent upon 
th«? means of transport which ate aptly likened to the veins 
and arteries of the human body just as the telegraph and telephone 
systems are likened to the nerves. Modern means of transport 
represent the great victory that Man has gained over Nature by 
annihilating distance and making the world shorter than before. The 
importance of tbe means of transport from social, political and 
cultural viewpoints cannot be.too much emphasized. Their impor- 
tance in economic sphere is, of course, supreme. The modern 
society of large-scale production and world-wide trade is basically 
hinged on an efficient system of transport. Raw materials ate 
brought by railways, ships, etc., from various places of their origin 
and ate unloaded in factories. The latter convert them into finished 
products and the means of transport take them away to national 
and international markets where they are sold to millions of con- 
sumers. This is true of every modern industry ; and has been made 
an accomplished fact by cheap, easy and efficient means of transport. 

Means of Transport 

The means of transport have changed their character through 
the march of centuries. Originally, human beings were the only 
imeans of transport, of which the modern coolie is the typical example. 
Later on, the utility of animals as beasts of burden was found out 
and they became important means of transport. Still later, 
water transport came into prominence : first the rivets were tried, 
because they were only moderately risky, and the experience gained 
there encouraged people to venture upon the ocean. It was followed 
by road transport when the improvement of roads and' construction 
of conveyances became the fashion of the day. Next, steam was 
found out and railways were invented. Motor transport next made 
its appearance and occupies a very prominent place in the modern 
economic life. The latest addition to the means of transport is, of 
course, the ait transport. 
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Development of Transport in India and its ECFects 

\ 

The economic effects of the development of transport 'can best 
be illustrated with reference to India. The means of transport in 
ancient India were quite efficient and uptodate. Later on, daring 
the turbulent centuries separating the ancient and modern times, they 
fast deteriorated. Further improvements and extensions did not keep 
pace with the growing requirements and before the middle of the 
last century, they were in a very poor state. Roads were few, 
troublesome and unsafe ; navigable canals were absent ; and railways 
were yet to come. Strenuous efforts were thereafter made to improve 
the matters ; and today we possess a fine transport system, though 
it still falls short of our needs. 

The development of the means of transport has in recent times 
brought about fundamental changes in the economy of our country. 

(1) Before their advent, our were organized on small scale 
and were non-mechanised. But cheap, easy and quick transport 
enabled us to import machinery, chemicals and technicians from 
foreign countries and to establish modern large-scale and mechanised 
factories. The facilities offered by means of transport in taking 
goods from factories to the doors of the distributors and consumers 
all over the country, also helped the growth of modern industrial- 
ism. The growth of modern industries was accompanied with the 
unfortunate decay of old cottage industries which, unable to with- 
stand the competition of cheap factory goods, began to die away, 

( 2 ) Again, the growth of our trade and commerce is largely due to this 
development. Trade and transport are inextricably linked up with 
each other and none can develop without the other. (5) But the 
most important effects arc to be seen in the field of agriculture. 

Rffects on Agriculture, (a) The most important effect of the 
development of means of transport has been the commercialisation of 
agriculture. Formerly our agriculture was known as ^^subsistence 
farming*^ as the cultivators then aimed at raising only as much pro- 
duce as was necessary for their own subsistence or consumption. 
When the means of transport opened up markets in which agricultural 
produce could be profitably sold, cultivators began to raise the 
produce with the object of selling it in the market. Agriculture 
was thus commercialised, (i) Formerly the market for agriculture 
produce, such as it was, was only local. In times of famines there- 
fore, prices went sky-high ; means of transport were poor and inade- 
quate and supply could not be rushed from prosperous areas. In 
times of good harvests, on the other hand, prices tumbled headlong 
because the surplus produce of the agriculturist could be sold only 
in the local market. This unsatisfactory feature of our agriculture 
hat now vanished. In times of famines, foodstuffs arc hurriedly 
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biought to the affected area by speedy tiains and bullock-caits ; and 
in times of bumper crops, the surplus produce is taken away by them 
to the places of scarcity ■where fancy prices are obtained, (r) Quick 
means of transport have also enabled the rural population to produce 
perisbabk goods like vegetables, fruits, eggs and milk, etc., and to 
dispose them of in the markets before they begin to rot. {d)^ Means 
of transport have linked out far-flung and quiet villages •with the 
busy toryns and cities, and the latter with other parts of the world. 
Our villages have. become a limb of the world economy and are now 
tafluetjced by world conditions. For instance, the Crimean War brightened 
many a home of jute growers and the American Civil War brought 
prosperity to cotton growers, (e) Intimacy with towns has enabled 
agriculturists to purchase useful articles of everyday need at cheap 
prices ; and to move to the industrial towns if they want employment. 
(/) Finally, means of transport have had an educative influence upon 
our cultivators. Their horizon of knowledge is widening and their 
religious fanaticism and provincialism, caste restrictions and conser- 
vatism, ate being softened down. 

§ 2. RAILWAY TRANSPORT IN INDIA 


Short History 

The railway is the most important means of transport in India. 
The construction of Indian railways on a serious scale dates from 
Cord Dalhousic’s famous minute on the subject in i835. The early 
railways were constructed by private companies under a Guarantee 
System whereby the Government guaranteed a return of 3 per cent 
per annum on the invested capital. The railway companies had no 
incentive to work efficiently and economically under this system ; not 
did they economise in capital expenditure obviously because a fair 
rate of return was assured to them in any case. The Government 
suffered heavy losses in consequence. The State, then, took up the 
construction of railways in its own bands in i869. The new move 
was cut short by financial difficulties of the Government which bad 
to entrust the task to private companies once again under the New 
Guarantee System in i879. In i9oo railways showed profits for the 
first time. Since then a vigorous policy of railway extension w’as 
launched till the World War I broke out. After this war, the 
Government appointed the Acworth Committee to consider the 
railway problem. In pursuance of its recommendations, substantial 
improvements were effected in railway transport. 

The Present Position 

Under the New Guarantee System, the Government had reserved 
the tight to purchase the railways on certain specified terras, which 
they exercised later. Today all the railway lines are ovtned and 
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managed by the State* India now possesses about 54>ooo route nules'^ 
of railways* The total route mileage appears to be very small for 
2 country of such continental dimensions as ours. We have less 
than a5 miles of railway line for every i,ooo square miles of area, 
which is very low as compared to other countries of the world. 
Railways have not yet penetrated into the rural areas which still lie 
unconnected with ports or big towns. The recent development of 
^ mechanical road transport has, however, reduced the necessity of 
railway extension to some extent. 

Re-grouping of Railways 

Before the partition of the country, there were 9 principal 
railway lines in India. Because of Partition, two railway lines were 
divided between India and Pakistan. These were Bengal Assam 
Railway and North Western Railway, The part of these railway 
lines that remained in India began to be called Assam Railway and 
East Punjab Railway respectively. So, even after the Partition, the 
country had nine principal railway lines, named below : (/) East 
Indian Railway, (//) Great Indian Peninsula Railway, (/VV) Bombay 
Baroda & Central India Railway, (/V) Bengal Nagpur Railway, (r) 
Madras d: South Marhatta Railway, (vi) South India Railway, (v/i) 
Bengal and North Western Railway, (r///) Assam Railway, and (/x) 
East Punjab Railway. 

Recently there has been a re-grouping of railway lines. The 
merger of the former Indian States into the Indian Union brought 
about a merger of the railway lines formerly belonging to these 
States into the railway system of India, The whole railway system 
has, therefore, been re-grouped on a more rational basis as below : 

1. The Northern Kniln*ay, This now comprises (a) the entire 
East Punjab Railway, (b) the Oudh and Rohilkhand sec- 
tion of the East India Railway, (c) the Jodhpur and 
Bikaner Railways, and (d) Dcihi-Fazilka section of the B. B. 
dc C, I. R. Its total mileage is 5, a59 miles. 

2 . The North Eastern KaUn^aJ. It now comprises {a) entire 
Oudh Tirhut and Assam Railways, {b) Fatebgath traffic 
district of the B. B. dc C. I. R., and (f) certain sections of 
the E. I. R, Its total mileage comes to 5,557 miles. 

S. The Eastern Kallrrqy, It now comprises of (/) the entire 
B. N.R, and (//) the remaining portions of E. I. R. Its total 
mileage comes to 5,6o5 miles* 

4. The Centra! Kaih^ay. It comprises (/) the Great Indian 
Peninsula Railway, (//) the Nizam’s State Railway, (//V) 

1 The fatl'rav milcac'c htforc pjirritioa wa'i 44,000 milci ; btit 10,000 
ir.itM hut JeJ over to Pakiitin, so tnat nou' India possesses only 

rr.Uci, 
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the Scindia Railway, and {iv) the Dholpur Railway. This 
/ railway will cover an area of 210,000 scj, miles and 
serve a population of 4*4 crores. 

J. The Western Kailivaj. It now comprises (;) major part of 
the B. B. & C. I. R,, (//) Saurashtta Railways, (« 7 ) 

Rajasthan Railways, and (;V) Jaipur Railways. It covets an 
area of i, 5 0,000 sq. miles, serving a population of 3-2 
crores. 

6 . The Southern Rai/n’oy. 

Advantages of Railways 

Railways have brought about remarkable changes in all spheres 
of our life — social, political and economic. The chief advantages 
they have bestowed upon the country are the following : 

(x) Social Effects. Railways have been so many links joining 
the once isolated villages with busy towns. • They have consolidated 
the entire India into one compact whole in which the exchange of 
ideals and social intercourse are easy and frequent. By affording 
cheap and easy means of travel, they have encouraged the travelling 
habit of the people. A great benefit has thus accrued to religious 
pilgrims in particular. Travelling by railways is also safe : it is 
difficult to rob a train full of hundreds of passengers as against an 
isolated bullock-cart or palanquin. Indeed, railways played an impor- 
tant part in putting an end to thuggery once prevalent in India. 
Railways also tender invaluable service in executing publicity cam- 
paigns for sanitary improvements, for the popularisation of im- 
proved methods of agriculture, etc. Finally, by conferring upon the 
country a number of substantial advantages of economic character, 
they contribute to the richness of society. 

(2) Political Advantages. The political advantages of railways 
are also great. They have put an end to internal dissensions, upris- 
ings and wars, and have maintained peace within the country. Under 
their benign influence, India has emerged as one solid and unified 
nation with a strong Central Government. They afford protection 
against external aggression since military forces can be despatched 
from one part of the country to the other, according to military re- 
quirements with remarkable speed. Railways have also meant the 
active participation of the State in economic life of the country and 
have thus negatived the vain cult of laissee^fair or non intervention. 
Finally, they have opened up new ways and means of increasing the 
financial resources of the State whose functions are daily increasing. 
Since the railways are State-owned, their profijs go to the State 
coffers.^ By increasing the wealth of the people, they add to their 
tax-paying capacity ; while they provide great facilities in the collec- 
tion of land taxes, customs, etc. 
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(5) Economic Advantages. The economic advantages of railways 
arc even more fundamental and far-rcachlng than their social and 
political advantages* Railways have benefited agriculture, forestry, 
industries and trade, while their influence on labour and capital has 
been very salutary. 

(a) Agriculture. What we have written about the advantages 

of the development of means of transport and communication to 
agriculture apply here in toto. In brief, railways have (/) com* 
mcrcialised agriculture, resulting in the localisation and specializa- 
tion of crops, (;7) extended markets, (///) encouraged the production 
of perishable goods, (/>) connected our agricultural economy with 
the world economy, {v) improved the economic status of agricultu- 
rists, and (vi) educated our cultivators in diverse ways. We may 
emphasise that the help rendered by them in famine relief has been 
very valuable, indeed. They have changed the very meaning of the 
word ; famine formerly meant a lack of food-staffs ;but now 

it simply means lack of employment. 

(b) Forestry, Railways have been very beneficial to forestry. 
Their construction creates a huge demand for sicepers, which encour- 
ages timber-growing. Besides they also help in the exploitation of 
the forests and in the extraction of their major and minor produces. 

(r) Industries, Railways have established modern indus- 
trialism. They have facilitated the import of machinery, chemicals 
and skill and the transport of coal and raw materials. The distri- 
bution of the enormous quantities of finished products all over the 
country has again been made possible by them. Railways have also 
stimulated engineering industries They have also facilitated the 
exploitation of mineral wealth so indispensable for industrialization. 

But they struck a fatal blow on indigenous cottage industries. 
They made possible the cheap, easy and quick transport of factory- 
made goods which sounded the death-knell of cottage industries. 

(d) Trade. Railways have also stimulated trade and commerce. 
The economic history of the country shows that in the days of yore, 
our internal trade was meagre But since the introduction of rail- 
ways, it has increased tremendously because the cost and incon- 
veniences of transporting goods have now been greatly reduced. 
They have also increased our foreign trade by assembling at the ports 
exportable commodities and by distributing throughout the country 
the imported articles. 

(e) Labour. Railways have increased the mobility of labour 
and have brought about an even distribution of population. Workers 
have begun to shift from villages where the pressure of population 
on land is heavy to the areas of virgin soil or to industrial towns 
where labour is scarce. Railways have created two main labour 
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classes : railway workers’ class consisting of engine-drivers, guards, 
station masters, coolies, etc., ana factory workers’ class which has 
g;rown up with the growth of factories made possible by railways. 

(/ ) Capital. They have brought to the country much foreign 
capital which has not been barren of economic advantages and which 
has encouraged the risk-taking instinct of our people. 

Disadvantages of Railways 

Railways are not an unmised good and have certain demerits, 
ithough they arc often over-emphasized. It is said that railways have 
brought about a decay of cottage industries and have thus withdrawn 
from cultivators an important source of subsidiary income. This, 
however, is true only to a certain extent. The defeat of handicrafts 
has been a definite stage in the economic development of each and 
every country ; the absence of railways might have delayed the 
moment of defeat but could not have eliminated it. In so far as 
the cottage industries which can hold their own against factory 
industries are concerned, they ate now being revived and railways 
are contributing to their revival. Again, railways ate accused of 
bringing about one-sided development of the country ; by charging low 
freight on raw materials destined to ports and on imported manufac- 
tures intended for the interior markets, they have made the economy 
of the country disproportionately agricultural. This allegation is 
true ; but this is the defect, not of railways, but of railway rates policy. 
Again, it is said that though railways have made the famine relief easy, 
they have at the same time increased the volume of the task by 
increasing the pressure of population on land through the destruction 
of cottage industries. This point has already been discussed above 
and needs no repetition. Railway construction, it^s also asserted by 
the critics, led to indiscriminate cutting of forests, which had to be 
•checked later on. Finally, they are held responsible for importing 
much foreign capital into the country, which brought with it many 
•economic and political disabilities. 

§ 3 . ROAD TRANSPORT 

Short History 

India has been in possession of efficient roads from times 
immemorial. Excavations at Mohanjodato and Harappa bear 
eloquent testimony to the excellence of the roads of ancient 
India. With the advent of the British Rule, roads acquired a 
new strategic significance for the movement of troops. A vigorous 
toad policy was launched by Lord Dalhousie who rendered similar . 
•service to railways also. The extensive construction of railways led 
to a certain neglect of roads, specially when there was competition 
between them. With the popularity of the mechanical road transport 
in recent years, roads have again come into prominence. 
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Present POs'iUlon 

Before the partition of the country, the total length of xoadt 
in India was 5, 00,000 miles. Of these there were 1,00,000 miles of 
metalled roads, and the rest urimctallcd roads. Of these roads, those 
of a total length of 5 0,000 miles now belong to Pakistan, with the 
result time the total length of roads in India at present is 2, 5 0,000 
miles. The frame-work, with which the important subsidiary roads 
ate linked, is constituted by four great trunk roads which stretch 
diagonally across the country. The most important of them is the 
famous Grand Trunk Road in Northern India joining Aa.titsar to 
Calcutta. The other three connect Calcutta with Madras, Madras 
with Bombay and Bombay with Delhi. As regards subsidiary roads, 
the best and the most numerous exist in Southern India. Then there 
arc unmetallcd or ^kuichd* roads some of which provide good going 
for motor traffic during the dry weather. The distribution of roads,, 
and of motor vehicles is shown in the following table : — 


State 

Road Mileage 

No. of Motor 
Vehicles 

X. 

Madras 

38,000 

i 

22,000 

2. 

U. P. 

32,000 

20,000 


Bihat 

5 o,ooo 

10,000 

4 . 

Bombay 

18,000 ^ 

3 o,ooo 

5 , 

Others 

1 , 52,000 1 

48,000 


T< 

2,5o,or 1 

1 i, 3 o,ooo 
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of motor transport, and suggest ways and means^ of financing 
it. In accordance with its recommendations, the import and ex- 
cise duties on motor spirit were raised from 4 to 6 annas per gallon 
in r 9 a9, additional duty being meant to be spent on toad develop- 
ment. This decision has since been amended twice, the resolution 
at present in force having been passed by the Assenably in i937. 
It was passed that the special tax on petrol introduced in i9a9 shall 
continue to be levied for toad development, the proceeds of which, 
after retaining a reserve of 1 5 per cent for administration, research 
and special grants-in-aid, shall be allocated for expenditure in the- 
different states, in ratio of petrol consumption in the various areas. 
These sums may be spent on the construction, reconstruction, 
or improvements of roads and bridges. 

Necessity of Road Construction 

We need mote and improved roads for meeting the require- 
ments of our continental country. Agriculturists cannot send 
goods to mandis and towns easily and cheaply so as to be able- 
to sell their produce at high prices ruling there. Out forest 
wealth cannot be fully exploited due to the same cause. Our 
industrial development is also handicapped due to the insufficiency 
of good roads which are essential for the assembly of raw 
materials and distribution of finished products. They will also 
be valuable in the decentralization of industries and in developing 
cottage industries. Finally, if toad transport increases and improves,, 
our internal trade is likely to improve considerably. For the all- 
round economic development of the country, th.etefote, the construc- 
tion and development of roads is absolutely essential. 

Bail-Road Competition 

With the increase of motor traffic, the competition between 
the road transport and railway transport has become acute. Motor- 
transport is a product of the present century as railway transport 
was that of the last. And this problem, which was characterised 
by Lord Willingdon as “one of the growing pains of civilization,” 
is to be found in almost all the countries of the world. 

Railways and motors have, in fact, their own exclusive sphercs- 
of cheap operation. In the case of railways, huge capital has to 
be sunk in providing locomotives, wagons, stations, signals, sheds,, 
etc. ^ The working cost is also enormous. No such outlay is neces- 
sary in the case of road transport. Railways, unlike motors, also face 
the problem of carrying half-empty wagons and of keeping rolling 
stock idle. Again, railways have to pay for the cost and upkeep- 
of their permanent way ; but the cost of maintaining roads is 
mostly borne by general tax-payers. It appears, therefore, that 
road transport is cheaper than railway transport. This, of course, 
is correct so fat as short distance and light traffic is concerned. In; 
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Present Position 

Before the partition of the country, the total length of roadt 
in India was 3, 00,000 miles. Of these there were 1,00,000 miles of 
metalled roads, and the rest urimetalled roads. Of these roads, those 
of a total length of 5 0,000 miles now belong to Pakistan, with the 
result that the total length of roads in India at present is 2 , 5 o,ooo 
miles. The frame-work, with which the important subsidiary roads 
ate linked, is constituted by four great trunk roads which stretch 
diagonally across the country. The most important of them is the 
famous Grand Trunk Road in Northern India joining Amritsar to* 
Calcutta. The other three connect Calcutta with Madras, Madras 
with Bombay and Bombay with Delhi. As regards subsidiary roads, 
the best and the most numerous exist in Southern India. Then there 
are unmetallcd or ^hitcba* roads some of which provide good going 
for motor traffic during the dry weather. The distribution of roads,, 
and of motor vehicles is shown in the following table : — 


State 

Road Mileage 

No. of Motor 
Vehicles 

X. Madras 

i 

38,000 1 

22,000 

2. U, P. 

32,000 

20,000 

3 . Bihar 

3 o,ooo 

10,000 

4 . Bombay 

1 8,000 

3 0,000 

3 . Others 

1 , 32,000 

[ 48,000 

t .. _ — 

Total 

2,5o,ooo 

i, 3 o,ooo 


Defects 


Indian road system was altogether inadequate to the require- 
ments of the country before the advent of motor traffic, which 
has brought the inadequacy in still bolder relief. The deficiency 
of roads is specially felt in rural areas many of which lie isolated — 
unconnected with railway stations or towns. Even existing roads 
arc not satisfactory. They lack co-ordination and continuity in 
programme. Not unoften, the absence of bridges and culverts^ 
militates against their usefulness. In recent years, the development 
on motor traffic has considerably deteriorated them. 

Government Action 

The increasing realization of these defects led the Govern- 
ment to appoint the Road Development (Jayakar) Committee ia 
i 927, whose functions were to examine the question of the deve- 
lopment of road communications in view of the increasing use- 
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of motor transport, and suggest ways and means of financing 
it. In accordance with its recommendations, the import and ex- 
cise duties on motor spirit were raised from 4 to 6 annas per gallon 
in 1 9z9, additional duty being meant to be spent on road develop- 
ment. This decision has since been amended twice, the resolution 
at present in force having been passed by the Assembly in 1 9 57. 
It was. passed that the special tax on petrol introduced in 1 929 shall 
continue to be levied for road development, the proceeds of which, 
after rttaining a reserve of 1 5 per cent for administration, research 
and special grants-in-aid, shall be allocated for expenditure in the- 
different states, in ratio of petrol consumption in the various areas. 
These sums may be spent on the construction, reconstruction, 
or improvements of roads and bridges. 

Necessity of Road Construction 

We need mote and improved roads for meeting the require- 
ments of out continental country. Agriculturists cannot send 
goods to mandis and towns easily and cheaply so as to be able 
to sell their produce at high prices ruling there. Out forest 
wealth cannot be fully exploited due to the same cause. Our 
industrial development is also handicapped due to the insufficiency 
of good roads which arc essential for the assembly of raw 
materials and distribution of finished products. They will also 
be valuable in the decentralization of industries and in developing 
cottage industries. Finally, if road transport increases and improves,, 
our internal trade is likely to improve considerably. For the all- 
round economic development of the country, therefore, the construc- 
tion and development of roads is absolutely essential. 

Rail-Road Competition 

With the increase of motor traffic, the competition between 
the road transport and railway transport has become acute. Motor 
transport is a product of the present century as railway transport 
was that of the last. And this problem, which was characterised 
by Lord WilUngdon as “one of the growing pains of civilization,” 
is to be found in almost all the countries of the world. 

Railways and motors have, in fact, their own exclusive sphercs- 
of cheap operation. In the case of railways, huge capital has to 
be sunk in providing locomotives, wagons, stations, signals, sheds,, 
etc. ^ The working cost is also enormous. No such outlay is neces- 
sary in the case of toad transport. Railways, unlike motors, also face 
the problem of carrying half-empty wagons and of keeping rolling 
stock idle. Again, railways have to pay for the cost and upkeep 
of their permanent way ; but the cost of maintaining roads is 
mostly borne by general tax-payers. It appears, therefore, that 
road transport is cheaper than railway transport. This, of course, 
is correct so far as short distance and light traffic is concerned. Im 
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the case of long distance and bulky traffic, railway transport is the 
cheaper of the two. For railways operate under the law of incrcas-* 
ing returns or diminishing cost — the larger the scale of operation, 
the lower the cost per unit. Obviously, then, long distance and bulky 
traffic should be allocated to the railways and short distances and 
light traffic, to the motors. There is no scope for competition here. 

There is, however, a certain overlapping sphere of operation 
where there is competition between these two forms of transport. 
This is so in the neighbourhood of large cities and suburbs and where 
motor services run parallel to short-circuit rail roads. Railways are 
feeling the pressure of this competition and efforts are being made 
to find out a solution. 


§ 4 . WATER TRANSPORT 


River Transport 

Water transport consists of inland waterways and ocean trans- 
port. India is a land of many rivers but still the inland water 
transport is not much developed here because of several unfavour- 
able geographical factors. Northern India possesses 26,000 miles 
of navigable waterways approximately. The Ganges is navigable 
up to Kanpur. The southern rivers are swift and possess rocky 
fieds ; therefore, they are not important for navigation. Some of, 
the Indian rivers become dry during the summer, which is injurious 
to their navigation. Again, there are difficulties in transporting 
goods from the banks of the rivers, to the road or railway stations, 
as the intervening land is usually sandy and unfit for vehicles. The 
shifting nature of Indian rivers makes the construction of harbours 
out of the question. However, the competition of railways has 
struck a fatal blow to the river transport. It was the opinion of 
the Industrial Commission that where railways and waterways 
compete with each other, the Government should carry on the 
administration of both of them side by side. 

Marine Transport 

The foreign trade of India is mostly overseas and is carried on' 
fiy foreign shipping concerns. India does not possess a mercantile 
marine of her own. It is sometimes said that the nature of Indian 
coasts and distance of sea from the interior have failed to make up 
a sea-faring nation ; the only ports of any consequence that we 
possess are Bombay, Madras, Vizagapattam and Calcutta. But 
in olden days India was an important sea-faring nation, and can 
certainly regain that importance once again If opportunities for 
development are made available to her people. The absence of 
Indian clement in marine transport is widely deplored in the country 
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and it is increasingly believed that “a country stud like a pendant 
amongst the vast continents of Old World, with a coastline of over 
4 000 miles and with productiveness of numerous articles of great use 
unsurpassed elsewhere, is by nature meant to be a sea-faring country. - 
Her ports are adequate in size and number to mee^ the various 
requirements of her products.”® 

Shipping Tonnage. The Scindia Navigation Company, formed in 
i9i9, was perhaps the first Indian shipping company to be launched, 
and it did its best to continue in the shipping business in spite of 
unfair competition of the British shipping companies. In i925, it 
had to agree not to run ships in the overseas trade and it had to limit 
the tonnage which it could ply in the coastal trade. It was as late 
as i947 that the first tegular shipping line was started between 
India and America ; and in i948 a tegular service was started between 
India and the United Kingdom. At present, there are i9 Indian 
shipping companies. Their total tonnage was 5 lacs in March i948. 
With the establishment of a National Government, things have, how- 
ever, changed ; and the Indian shipping industry has a bright future 
now. 


Ship-building Yard. The Scindias had a ship-building yard at 
Vizagapattam during the war period, which they wanted to close 
down after the war. But the Government wished that the building 
work should be continued. A ship at the Scindia’s yard costs 
Rs. 64 lacs as compared to Rs, 4z lacs at which it can be obtained 
from the United Kingdom. The Government placed an order for 
three ships and gave a subsidy to the Yard @ Rs. za lacs per ship. 
These ships have been constructed ; and another similar order was 
placed with 'the Scindias in August i9Si. It is, however, hoped 
that the cost of ship-building will in course of time come down. 

Ports. The loss of Karachi Port was a great drawback to India. 
Vizagapattam Pott has been considerably improved ; and a new Kanala 
Port is now being developed. It would be a modern port and will 
effectively compensate the loss of Karachi. 

§ 5. AIR TRANSPORT 

Air transport has also made considerable progress in India in 
recent times. Air transport can trace back its history to i9z9 when 
English, French and Dutch air services began to pass through India. 
The first Indian company which entered into this sphere was the 
Tata’s. In i932, it began its active career with an air service between 
Madras and Karachi. Other air companies followed suit ; and at 
jiresent, the following are the important air companies in India : — 


5S. S. N. Kaji, Beor.oraks ef Skipping, pp. 365-66, 
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TRADE OF INDIA 

§ 1. INTROt)UCTORY 

The trade of a country can be divided into two classes ; (/) 
Inland Trade, which takes place among the traders, belonging to 
the same country, and (/7) Foreign Trade, which the traders of a 
country transact^ with foreigners living in foreign countries. The 
inland trade of every country is several times larger than its foreign 
trade. 

Advantage from Foreign Trade 

Some persons are of the opinion that we should try to expand 
our inland trade and our foreign trade should be reduced to the 
very minimum. Such persons are believers in self-sufficiency, and 
want that our country may never havp to depend upon a foreign 
country for any article it 4ieeds. But this point of view is not 
correct. (/) If a single individual decides uo satisfy all his per- 
sonal wants directly by his own efforts, he will be able to satisfy 
only a few wants ; similarly a country working on the principle of 
self-sufficiency will not be able to make much economic progress. 
We can take full advantage of international division of labour onl)^ 
by having a large foreign .trade. (//) Besides this, foreign trade 
is also a form of exchange and we have seen in Chapter 44 that 
both the parties to an exchange benefit by the transaction. (;V/) In 
the same Chapter we had explained that foreign trade helps a 
country to give away its superfluous products in exchange for foreign 
products required by her. Qv) Foreign trade increases the extent 
of our trade and this increases the scale of our production. Large 
scale resulfs in large economies — external and internal — of produc- 
tion, and according to the law of increasing returns, this diminishes^ 
cost per unit. ( 2 ;) By means of foreign trade, a country can obtain 
even such things whictx it does not produce, e.g*, plant to produce 
automobiles, chemical manures, etc. (r;) Foreign trade leads to 
international peace and tranquillity. All the above-mentioned advan- 
tages can be illustrated by taking examples from India. 

A Case of Harmful Foreign Trade* If, however, a country 
happens to be a colony or a dependency of some other 
ruling nation, the ruling nation can give to the foreign trade of 
the dependent nation a shape harmful .to the subject nation. For 
instance, during the period of the British Rule in India, the policy 
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adopted for the foieigo trade of the country was ^ to encourage the 
export of raw materials to England and the import of manufac- 
tured goods from England — a policy which resulted in the enrichment 
of Britishers and impoverishment of Indians, Our industries could 
not grow up ; and we had to purchase British manufactures at 
high cost. The chief cause of the growth of Imperialism in the 
world history was the possibility that the foreign trade of the 
subject nation could be given a shape favourable to the ruling 
nation, though it might be harmful to the subject nation. This 
then is a case where the foreign trade of a country can be against 
her interests. But now Imperialism has been largely liquidated or 
is fast disappearing; and this danger is losing importance. 

Balance of Trade 

The foreign trade of a country can be divided into (a) imports, 
and {b) exports. At the end of a year, every country calculates 
the value of her total imports during the year, as well as the value 
of her total exports during the same period. If imports exceed 
exports, the country will have an unfavourable balance of trade ; and she 
will have to export gold or borrow from abroad to discharge this 
additional liability. On the other hand, if exports are more than 
imports, the country will have a favourable balance oj trade’, and she 
will then get actual gold to the extent of this excess or other coun- 
tries will become her debtor to this extent. 

It is sometimes thought that if the balance of trade is against 
a country, it is a sign of her economic degradation. This view is not 
always correct. There can be cases when an unfavourable balance 
of trade coincides with a foreign trade policy wholly beneficial to a 
nation, (i) A country may have unfavourable balance of trade ; 
but she may be exporting “invisible items” like banking, transport 
and insurance services to foreign countries ; and such invisible ex- 
ports may fully take into account the unfavourable balance of trade, 
(ii) A country may have unfavourable balance with some other 
country ; but this may be compensated by a favourable balance that 
she may have with a third country. We should look to the complete 
picture rather than to the trade relations between a pair of countries 
only, (iii) If a country has borrowed money, say, for capital deve- 
lopment, her imports are bound to exceed her exports ; and this might 
be fully in her economic interests, (iv) If a country is a creditor 
country and her debtor countries ate repaying her loans, it is possible 
that the balance of trade is against the creditor country. But since 
such a condition merely reflects that an outstanding loan is now being 
redeemed, it must be in the interests of this country. It should be 
clear from this, that when we study the foreign trade of a country, 
we must not think that merely because she has an unfavourable 
balance of trade, her foreign trade policy is unsound. If we look 
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behind the veil of money, ruch a policy be found to be fully 

in the country's economic interests. 

5* z. r(iRr.K;N *iT,Aor. or india 

before the World W ar II. Uic forei^^n trade of C'-untry 
aj^gre;>;\ted to about Rs 5oo x torcr. prr unmun. S: r tr rtl to Import 
^ofnfs w'orti) nbiuif l^r*. noe forfr- ; rinti export fox^ls it^ the tune of 
about Rs. i(jO croTcs. 'I'hc bahtricc of «T»tlc \vns. tt\us, generally in 
our favour. Moiu nf our exports were raw* n atrriah : just ai rno*;: 
of our mpnrts were u aciu lacturt s. lUu tluriuy, ri c Vvorld War 11* 
many vital cbanr,cs loa]: place. In the hrr'f place, ^^cfi^rat price 
levels ihroupjiout the world Went up, Hclorc the World Wh r II* 
the value of our total forciyn trad \ a:, only about R"-. ;rio erorcs ; 
but now it in(•^c.a^td to about Ks. i.ooo erorcs In ti.r tcioful plate, 
fornierlv HritJsh (v nuuoruvtahh otcuphd the fcjrrmor.t pf>'dfK»n in 
our ftircit^n trade, but recctnly her relative importance ha*, dte ined 
and p.articul.arly V. S. A, has improved I:cr po.iiion. Apart trom 
these ci anf;cs, which have Irccn tlrvrus-.ui in ’greater tic tad later in 
this Ch.nptcr, India was partitioned and a jiart of Inilia, called Pakis- 
tan, Was lost to the country. 'I’lds also cluny.ct! :;.c shape ol our 
forcdtpi trade rntijcr n atcriaUy, 'I'hc pfc<;cni (’'o^itton is tlut most 
of our exports arc now matudacturcs ; and our irupoit of manidaciurcs 
has gone hclow 5o * . In the following table, we show the 
composition of our impe^rts and exports duritjg the year i95o ; — 

NATI RK Of rOHHiCJN TKAnj- OI- ISOIA IN l95o* 


Imp:irts (In Exports (In 
Percentages) Percentages) 


1 . Manufactures j 

47 

' 56 

z. Raw Materials i 

1 


5. Food and Beverages ^ 

j iB j 

z5 


1 100 1 

too 

t Mature ofl-nreJjJn 'I'r.ult* ttf Indta in 1950 

u'iii be dear from the lieurcs 

given h.Unv in cfores ot rnpics : — 

Imports 

Hxpons 

1. ^t^nu^acturcs 

2*12 

285 

2. Raw Materials 

177 

105 

3. Food &c Beverages 

92 

119 


501 

509 
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Salient Features of Foreign Trade 

Even after partidori of the country ; our foreign trade aggre- 
gates to about Rs. 1,000 crores, taking imports and esports together. 
The following ate the salient features of the foreign trade of India :~ 

(i) Manufactures occupy the first position both in the exports 
as well as in the imports. Approximately about 5o% of pur imports 
ate manufactured goods ; and about 6o% of our exports are. of 
manufactured articles. Historically, it is a very significant develop- 
ment. In the opening decades of the i9th century, our industrial 
position was supreme and our exports consisted mostly of manufactur- 
ed goods. But as a result of the subsequent growth of European 
industries and the economic policy of the Government of India, our 
industries languished and agriculture became the mainstay of dur 
economy. The nature of foreign trade, therefore, completely chang- 
ed : we began to import manufactured goods mostly and our exports 
of such goods fast declined. From this harmful situation, the World 
War I gave us only partial relief. Even before the World War II 
75% of our total imports were manufactures, a figure which has now 
dwindled to even less than 5o%, Similarly, before the World Wat 
II, our exports of manufactures were only z5%, a figure which has 
now gone up to about 6o%. Hence the increasing importance of 
manufactures in our export trade and their declining importance in 
out import trade is perhaps the most notable feature of our foreign 
trade in the post-war period. 

(ii) In the post-war period, we have begun to import raw 
materials in substantial quantities, which again is a noteworthy feature 
in the history of out foreign trade. Till 1 93 8-39, we used to import 
only 1 5 % of our total imports in the shape of taw materials ; but 
now this figure has jumped up to 35%. This is partly because of 
the increasing industrialization of India ; and partly because of the 
establishment of Pakistan. Pakistan has got valuable agricultural 
tracts ; and now we have to import raw materials like jute and cotton 
from Pakistan. 

(iii) Formerly, India was rich in foodstuffs and beverages. We 
used to import in i958-39 mostly rice and liquors ; and such imports 
were only i5% of, our total imports. But after Partition, our situa- 
tion in this respect has much deteriorated. We produce io% less 
foodstuffs than our minimum requirement ; and this quantity has to 
be imported from abroad. Such imports are made either by private 
individuals or by Government. Latter imports are not included in 
the above figures. 

(iv) The manufactures that we import from foreign countries 
are mostly such as help us in the industrialization of the country. 
Machinery, chemicals, oilmen’s stores are the e>iamples. Before the 

56 
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World War 11, most of our imports were of consumer goods. This 
is a very hopeful and significant dcvclopmcni in our foreign trade in 
the post-war period. 

(v) Usually we export more than what v:c import. In other 
words, the “balance of tradc”^ is, as a rule, in our favour. This 
balance is used by us in making payments for the “invisible” items 
of import, e* insurance premiums paid to foreign insurance com- 
panies, freight paid to foreign ships, pensions paid to foreigners, etc. 
If still a balance is left, it is importccl in the shape of precious metals 
or balances with foreign banks. ^ 

(vi) Our foreign trade is mostly in the hands of foreigners. 
Exporters and importers are generally foreigners. Shipping and 
insurance companies arc mostly foreign. Exchange Hanks arc, again, 
mostly foreign. It is a matter of regret to us that while even small 
and unimportant countries like Netherlands and Sweden have their 
own shipping, insurance and banking companies, we arc almost com- 
pletely devoid of them. 

(vii) Practically all the foreign trade of India passes by sea. 
The countries on our land frontier arc generally poor and backward, 
selling little and buying little. 

(viii) The sea-borne trade of India is concentrated in a few 
main ports, r/:^., Bombay, Calcutta, and Madras. About 6/7 ths 
of the entire foreign trade flows directly to, or through, them. 

(ix) United Kingdom occupies the first place in our export trade 
as well as in our import trade. The share of the United Kingdom 
in our total foreign trade is about 5o'\‘,. U. S. A. comes after U. K., 
her share in our foreign trade nggregating to about 20 %. 

(x) Our foreign trade per head is much lower than that for 
U. S. A., England and other foreign countries. This is an index of 
our economic backwardness. 

(xi) Formerly our exports were mostly of agricultural commo- 
dities. Hence they were dependent upon rains. When rains were suit- 
able, our exports were large ; but when rainfall was inadequate or 
there were floods, our exports used to decline. But now the relative 
importance of manufactures in our export trade has increased. 
Therefore, rains do not now have the same importance for our 
export trade as before. 

2 By ‘'balance of trade** is meant the difTcrcncc between the exports and 
imports.^ If exports exceed imports, the balance is favourable ; in the reverse condi- 
tions, it is unfavourable. 

3 In 1950 the balance of trade was in our favour. Butin 1951, India had 
an adverse balance of Rs. 87 cr. Her imports during 1951 came to Rs. 850 cr. and 
our exports to Rs. 763 cr. See StattsmaUf Feb. 15, 1952. 
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(sdi) For Jierly, out imports were in the following order : cotton 
manufactures, machines, oils, grains and metals. But now the 
order is : machinery, grains, cotton, oil and metals. In other words, 
OUT imports of machinery, grains and cotton have increased relatively 
in importance ; and that of cotton manufactures has considerably 
declined. 

(xiii) There arc only three important items of export in our 
country^ jute manufactures, cotton manufactures and tea. The 
other articles figure very insignificantly in our export trade. For 
OUT jute goods exports, we ate basically dependent upon Pakistan 
which supplies us bulk of our raw jute. The importance of increas- 
ing exports has become a very important problem for us at the present 
moment. ' 

Imports of Merchandise 

The following table gives chief imports of India in order of 
‘ iheir value : — 

Imports into India, 1950 




Rs. 

Crores 

I. 

Raw Cotton 

87 

5 ? 

2 . 

Machinery 

86 

>5 

3. 

Grain 

68 


4. 

Oils 

59 


5. 

Metals 

42 

>> 

6. 

Vehicles 

21 


7. 

Raw Jute 

i8 

33 

8. 

Chemicals and Medicines 

i6 

33 

9. 

Cutlery and Hardware 

12 

33 

lO. 

Dyes and Colours 

11 

33 

11 . 

Electrical Goods 

11 

33 

12 . 

Fruits and Vegetables 

8 

33 

I. 

Ran' Cotton. Before the World War II, we used to imnort 


little of raw cotton. But since the Partition of the country, large 
.cotton-growing tracts have gone over to Pakistan ; and we have nefw 
to import raw cotton from Pakistan and other countries. We have a 
very flourishing cotton textile industry also which has created 
profitable foreign markets. Import of cotton forms the basis of 
this industry. Cotton occupied . the first place in our import list in 
1 95o. _ (Its position was, however, third in 1 948-49, the total value 
of its imports being Rs. 64 crores). 

2. Machinery. We import machinery of various types for our 

factories. India is advancing industrially; and the basis of all 
industrial progress arc machineries. It is, therefore, a good sien 
that in 1 95o we imported machinery to the tune of Rs. 86 crores 
In fact, India is not able to import machinery as much as she would 
like to do because of a world scarcity of capital goods. 
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3. Grains. Before the World War II, our imports of 
foodgrains was not much. We have now to import rice as well as 
wheat to feed our growing population. The value of these imports 
comes of about Rs. 68 crores per year. This figure, however, does 
not include the imports of foodgrains made by the Government. 
It is very necessary for us to increase the production of foodgrains 
in this country. The Government are making every effort to do so 

4. Oils. We imported oils to the extent of Rs. 59 crores 
in i95o. It is a huge figure, seeing that our imports in i948- 
49 were only worth Rs. 58 crores. This item includes petrol, 
kerosene oil, etc. Most of the supply is imported from Burma, 
Persia and U. S. A. 

5. Metals. Metals are also important for Qut industrial 
progress. We imported metals worth Rs. 42 crores in i95o. This 
category includes iron and steel, manufactures of iron and steel, 
and other metals. 

6. Vehicles. We imported motor vehicles to the extent of about 
Rs. 21 crores in i95o. The value of this item is decreasing regularly — 
the figure for 1 948-49 was Rs 35 crores only. This is because the 
Government are trying to develop an automobile industry in the 
country itself. In this category are included, motor cars, lorries, 
vans and cycles. They are imported mostly from England and 
U. S. A. 


7. Ra7i^ Jnte. In i95o, we imported raw jute from Pakistan 
of the value of Rs. i8 crores. As already explained, most of the 
jute-growing regions now fall in Pakistan ; and we have to import 
raw jute to feed our jute-manufacturing industry. The price of Pak 
jute is very high, which complicates the situation. If Pakistan be- 
comes a steady and reliable source of raw material at reasonable 
prices, it will be in the interest of both the nations. 

8. Chemicals and Medicines. Chemicals and medicines worth 
Rs. x6 crores were imported in i95o. We require chemicals for 
most of our industries as well as for manuring our soils. Medicines 
are also imported in large quantities from abroad. 

9. Cutlery and Hardware. In i95o, imports of cutlery and 
hardware amounted to Rs. 1 2 crores, slightly less than previous 
years. 

10 . Dyes and Colours. In this category are included colouring 
materials and materials needed' for tanning leather. The total 
imports in i95o amounted to ii crores. 

IX. Other Things. The imports of electrical goods in i95o 
aggregated to ii crores and of fruits and vegetables to Rs. 8 crores. 
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Exports of Merchandise 

We give in the following tabic the chief exports of India in 
order of their value in i95o : — 

Exports from India 1950 
Rs. Crores 


X. 

Jute Manufactures ... 

1x7 

2. 

Cotton Manufactures... 

XX2 

3. 

Tea 

7o 

4. 

Hides & Leather 

22 

5. 

Spices 

' 21 

6. 

Seeds 

x8 

7. 

Raw Cotton 

18 

8. 

Tobacco ... 

x5 

9. 

Oils 

i5 

10. 

Gums and Lac 

12 

IX. 

Fruits & Vegetables ... 

9 

X2. 

Mining Products 

9 


1. Jute Manufactures. Jute manufactures have the distinction 
of topping the list of our exports. In i9 5o, these exports amounted 
to Rs. ii7 crores. These exports go to England, U. S. A., and 
Australia, etc. The maintenance of these exports is a difficult pro- 
blem for India. On the one hand, many foreign countries have 
begun to find substitute for jute; and on the other, Pakistan is in no 
mood to supply raw jute in adequate quantities and at reasonable 
prices. A mote reasonable attitude on the part of Pakistan in this 
matter will surely help both the countries. 

2. Cotton Manufactures. Cotton textile industry in India has 
recently created for its products flourishing and profitable markets 
abroad. The consequence has been that the value of these exports 
has considerably increased and it was in i95o, Rs. 1x2 crores. The 
corresponding figure for 1 948-49 was only Rs. 4o crores. It is a 
very important export of the country today and every effort must be 
made to retain and develop these trade contacts. 

3. Tea. We exported tea to the tune of Rs. 7o crores in i95o. 
Our best customer for tea is England. United States of America 
and Canada also purchase small quantities from us. Tea is an impor- 
tant item of export for India; and has been so in the past also. 

4. HiJes and Teaiher. India exports some raw hides and skins 
as well as tanned leather. . These exports amounted to Rs. 22 crores 
in x95o. 

5. Spices. The exports of spices have recently assumed con- 
siderable importance. Formerly, they did not even find a place in 
the list of important exports. Butin i95o, these exports amounted 
to Rs. 21 crores. 
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6. Seeds ^ India exported seeds worth Rs, i8 crorcs in i95o* 
The figure in 1 948-49 was only Rs, 7 crotcs. 

7. Kaw Cotton. India exported cotton which is generally of 
short staple and fit for producing coarse cloth; and she also imports 
cotton of long staple for producing fine cloth in her own mills. 
Foreign countries purchase cotton from India for mixture^ Raw 
cotton brought to the country Rs. i8 crores in i95o. 

8. Tobacco^ etc. In i9 5 o> India exports tobacco worth Rs. 1 5 
crores and oils also of about the same value. Besides she also export- 
ed gums and lacs which brought to the country Rs. iz crores. Fruits 
and vegetables were exported for Rs. 9 crores; and mining products 
also for about the same amount. 

Direction of India's%oreign Trade 

Our foreign trade is mostly with the following four countries: 
United Kingdom, United States of America, Pakistan and Australia. 
Their relative importance in our total foreign trade is shown below; 

1948-49 


Country 

1 Value of Trade 

I (Rs. Crores) 

j Percentage of 
Total Value of 
Foreign Trade 

[ 

I. United Kingdom 

25o 

27% 

2 . United States of America 

t74 

20% 

3. Pakistan 

66 , 

7% 

4. Australia * 

4z ! 

5% 

Other Countries 

4o8 1 

1 j 

1 4i% 

j 

' 94o 1 

ioo% 


As is clear from the above table, U. K. occupies the first 
position in our foreign trade, claiming z7% share. The United 
States now come second, having zo%of our foreign trade with us. 
Pakistan’s share is 7% and Australia’s 5^4. Formerly our foreign 
trade with U. S. A. was small. In 1 938-39, her share in our foreign 
trade was only 7%. But during the period of the World War II, 
our trade relations with Germany and Japan, etc., were interrupted; 
and U. S. A. took their place. 

<5 

During the British Period, most of our foreign trade was with 
the United fongdom. In i9oo, as high as 7o% of our foreign trade 
was with the United Kingdom; but after the World War I, this figure 
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declined and Germany’s share relatively increased. During the 
period of the World War II, as stated above, the share of U. S. A. 
in out foreign trade remarkably increased. 

We give below another table which shows the share of different 
countries in our exports and imports separately in the year i948-49: 


IMPORTS 

EXPORTS 

Country 

(Rs. Crorcs) 

Country 

(Rs. Cfores) 

I. United Kingdom 

i5z 

I . United Kingdom 

98 

2. U. S. A. 

io4 

2. U. S. A. 

7o 

3,' Egypt 

32 

5. Pakistan 

66 

4. Pakistan 

zz 

4. Australia 

4z 

‘5 . Australia 1 

i4 

5. Ceylon 

' 12 

Others 

iS9 

Others j 

1 


520 


1 420 


Imisible Imports and Exports 

So for we have discussed the export and import of those items 
-which are recorded in the custom returns or in other published ^ 
statistics. They are known as “visible’’ imports and exports. There 
are, on the other hand, certain other items which are not so record- 
ed, the so-called “invisible” items. 

The Itipisible Imports into India arc mentioned below ; 

1. We have to pay interest on loans raised abroad ; we thus 
import the use of the loans taken. 

2 . When we repay foreign loans, money goes out. We im- 
jport back the securities. This is a debit item. 

3. Remittances ate made to Indian students studying abroad. 
This is a payment made for the education and other materials pur- 
chased or imported by India through the medium of its students. 

4. Money is paid by Indian tourists for the services and 
amenities purchased by them abroad. 

5. Payments have to be made for the services purchased from 
foreign insurance, shipping and banking concerns. 

6. Foreigners carrying on business in India remit profits to 
their relations abroad. It is a payment made by India for the enter- 
prise and business risk imported by her. 
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Out Imisibk Exports arc as below : 

1, Loans raised abroad, .When wc raise a loan in a foreign 
country, we export securities, , 

2 , Foreigners often make remit^nces to India for the support 
of schools, missions, etc. This is the payment which we get for 
exporting charity, as it were. 

5. Tourists coming to visit India purchase many goods and 
services and pay therefor. 

4. United Kingdom pays to us the loan taken from us in the 
form of Sterling Balances. 

Balance of Trade and Balance of Accounts (or Payments) 

The difference between the exports and imports of merchandise 
is called the Balance of Trade. If your (visible) exports exceed 
(visible) imports, the balance of trade is said to be favourable ; and 
in the opposite case, the balance is said to be unfavourable, India, 
as a general rule, used to have a favourable balance of trade. But 
recently, this balance has in some years been against us. 

A complete statement of our international indebtedness should 
include not only merchandise but also invisible items. The net 
balance of both visible and invisible items is named as Balance of 
Accounts or Balance of Payments. It is favourable or unfavourable 
according as the country has to receive or pay something in the final 
settlement of accounts. During the Great War of i9i4~i8, our 
balance of payment was favourable to the tune of Rs. 3 5 crores on 
an average. In i956-37, it was favourable to the extent of about 
Rs. 21 crorcs. But recently, it has been unfavourable to us, 

^ § a* INTERNAL TRADE 

Internal Trade falls under two categories : Coastal Trade and 
Inland Trade, 

Coastal Trade 

The trade conducted' along the coastline and meant to carry 
articles from one part of the country to another part of the same 
country is described as the coastal trade. The value of this trade is 
about Rs. 200 crorcs per annum. 

Our coastline is very extensive and, though not quite as indent- 
ed as that of, say, Britain, it is amply provided with harbours. But 
most of the old harbours have been allowed to be silted up. Agaia> 
our coastal trade warrants the existence of an Indian mercantile 
marine of fair size ; but it is undeveloped. Efforts must be made to 
take full advantage of our capacity to develop the coastal trade. For 
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•this purpose, out pons must be developed, our tncrcautilc tnatiuc 
built up and r^lway and coastal traffic properly coordinated. 

Inland T^ade 

By inland trade we mean inter-state trade carried over 
land. Our country has vast dimensions. Its population is tremen- 
dous. The variety of crops raised and goods produced is equally 
remarkable. Naturally our internal trade is bound to be much more 
important than our external trade. It is not ordinarily easy to^ com- 
pute the inland trade. of country definitely. It is especially difficult 
in our ease owing to the lack of adequate and efficient statistics. Ac- 
cording to Professor K. T. Shah when the figure for the total foreign 
trade of India was Rs. 600 crores the figure of inland trade was com- 
puted by him at Rs. i,5oo to Rs. x,6oo crores. In other words, 
inland trade is only about three times of foreign trade. In England, 
the inland trade is about 20 times as great as the foreign trade. la 
the United States of America also, the internal trade is ten times of 
the external trade. This suggests the possibilities of development in 
our internal trade also, which cannot be neglected without grave 
prejudice to the permanent interests of the country, 

QUESTIONS 

1. What arc the important features of our foreign trade ? Is balance of trade 
usually in our favour? 

2. Describe the important imports in order of their importance. Also show 
exports in the same manner. 

3. Write explanatory notes on the direction of India’s foreign trade and our 
invisible imports and exports. 

4. Write a short note on the inland trade. of India. 

EXAMINATION QUESTIONS 

U. P.> Int. Arts 

1, Point out the bioad features of the exports and imports of India. What 
difficulties is India facing in importing food and machinery from abroad at the 
present time?' (1950) 

2, W^faat arc the main features of exports and imports of India ? Why 
has India’s external trade declined con^idcrabiy during last few years ? (1948) 

'3. What arc the special features of the foreign tiadc of India? Why havc' 
imports declined during the present war ? (I. A. 1944) 

4. Give an approximate idea of India’s chief imports and exports. What 
important changes. have you marked in them during rcc^t years ? (I. A. 1940) 

U.P.,Int. Ag. 

5. Write an essay on Intemauoaal Trade of India, (1950) 

Sagar, Int. Arts 

6. Qcariy point out the characteristics of foreign trade of India. What are 
its advantages ? (1950) 


✓ 
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7. What is meant by Balance of Trade T What advantages arc derived by a 
coufltiy from hs foreign trade ? (1949) 

8. Write note on Balance of Indebtedness. (1949 Supp.) 

9. What is a Balance of Indebtedness? Explain. Explain the economic 
advantages that a country can obtain from foreign trade. (1948) 

Nagpur, Int. Arts 

10. Explain the economic advantages of foreign trade. (1949) 

11. Give the main characteristics of the foreign trade of India. Under 
'what conditions would the development of the foreign trade not lead to the 
prorperity of the people of India ? (1947) 

12. Write note on Balance of Indebtedness. (1947) 

13. Explain the nature and importance of foreign trade of India. (1945) 
Nagpur, Int. Com. 

14. Give the main characteristics of the- foreign trade of India. Under 
what conditions would the development of foreign trade not lead ro the prosperity 
of the pcopc of India ? (1947) 

15. Write note on 'Balance of Indebtedness’. (1947) 

16. What arc the advantages that a country may derive from its foreign 
trade ? (1946) 

Andhra, Int. Arts 

17. Explain how International Trade arises ? What are the advantages of 
International Trade and i^s possible disadvantages ? (1950) 

18. What is Balance of Trade ? Discuss the position in India in respect of 
Balance of Trade. (1950) 

Travancore, Int, 

19. Is it necessary to distinguish between internal trade and international 
trade in economic theory ? Give reasons for your answer. (1943) 

Punjab, Inter. 

20. (a) What were India’s principal exports and imports in the pre-war 

pciiod ? (b) Name the countries from which we got our chief imports, and the 

•commodities that they supplied. (1949) 

21. Distinguish between Balance of Trade and Balance of Payment. (1949) 

22. What were the five principal exports of India in 1939 ? Arc they like- 
ly to be the same in 1949 ? Give reasons. (1949) 

23. / Explain the Law of Comparative Costs in international trade. Is inter- 
national trade always advantageous ? (1949) 

24. What arc the principal articles that entered into the export and import 
trade of India before the outbreak of the last war? What do you know of the 
■changes brought about by the war ? (1948) 

Delhi, Higher Secondary 

25. Analyse the main items of India’s imports and exports. Which is more 
important fot India — her internal trade or her foreign trade ? (1949) 
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CHAPTER 5 8 

THE PROBLEM OF DISTRIBUTION 

All wealth that is created ia society finds its way to the final disposition of 
the individual through certain channels or sources of income. This process is 
called Distribution.*— 

§ I. INTRODUCTION 

Distribution as a Department of Economics 

Distribution of wealth is the fourth branch of Economics, 
which we shall now study. ‘‘What is understood by ‘distribution’ 
as a branch of Political Economy is the study of the principles on 
which the product of any complicated industrial process is distributed 
amongst those who have in any way contributed towards securing it.’’^ 

In modern times production of wealth takes a co-operative 
form. Landlords, capitalists, labourers, organizers and entrepreneurs 
work together in the productive activity. Therefore the wealth 
which they jointly produce belongs to all of them. The problem 
which, then, arises is : How to distribute the wealth thus produced 
amongst the agents taking part in its production ? 

The answer seems to be simple. Each of them, it may be 
said, should be given a share of the joint product proportionate to 
his share in the effort. This principle of distribution is as fair and 
equitable as we would like it to be ; but the difficulty is that it cannot 
be put into practice. We have no instrument or method by which 
we can measure the share of each producer in the productive effort 
and apportion the share in the wealth produced accordingly. As 
Penson rig-htly observes, "How is it possible to separate the result 
of each, man’s efforts from that of the efforts of the group ? One 
man has worked as an engineer, another as "an invoice clerk ; one 


1 Wickstecd, Tk: CinKtKKr.si of Political Ecor.ortj, p. 359. 
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has been engaged in some process of manufacture, another in convey- 
ing the finished goods to the warehouse. It would be difficult to 
determine what each of these has contributed to the final result.’^^ 
But in spite of this difficulty, wealth is distributed among the agents 
of production. What are the principles, then, according to which 
the distribution of wealth actually takes place in the modern society ? 
Arc these principles just and fair ? If not, what changes in the 
present method of the distribution of wealth are necessary ? Such 
are the problems to which wc address ourselves in the branch of 
Economics known as distribution. Distribution may^ therefore^ he 
d scribed as the descriptive^ critical and constructive study of the principles 
according to which wealth is distributed amongst the different agents of 
production ^ 

Distribution as an Act 

Distribution is also an economic act. In this sense it can be 
said to be the method in ivhich the wealth jointly produced by the agents of 
production is divid*.d or distributed among them. 

Another Meaning of Distribution 

The word distribution is used in another sense as well. It 
sometimes means the distribution of commodities amongst its pur- 
chasers — consumers who purchase for direct consumption and sellers 
who purchase for resale. The means of transport add commercial 
organizations like shops arc called distributive agencies. In the present 
discussion, the word distribution is not used in this sense.** 

Origin of the Problem of Distribution 

In the primitive days, each mao worked alone and with his own 
resources. A weaver, for instance, purchased yarn from the spinner, 
prepared the cloth himself or with the aid of the members of his 
family, and sold it in the market for whatever he could get in 
exchange. The money thus obtained belonged to him and to nobody 

2 Pen son. The Economics of Everyday Ufej Part I, pp. 137-38. 

3 Distribution may b: Eunctioml or Personal , Under Fsotciiona^ Distribution,, 
'«’c diccuss how- each factor of production obtains a given money income in the 
form of rent, interest, wages and profits, which is exchanged for a share of the 
total consumption of goods. Personal Distribution discusses how individual persons 
obtain a given amount of wealth and income. Functional Distribution makes an 
attempt to explain how the price of a factor of production is determined. Personal 
pirttibutioo explains incqualitica in the distribution of wealth and income among 
individuals. Also see James, An Outline of the Principles of Economics, Ch. XIII. 

4 In popular discourse, the term distribution often refers to the transference of 
commodities from place to place or from person to person ; or in other words, 
the term refers to the operations of wholesale and retail trade. Logically, distri- 
bution in this sense is part of production. Distribution in the economic cense 
(here adopted) refer* to the division of the wealth of a nation amongst the diffetent 
clattes — Nicholson, Eiemtntt ef Politic^} Economy, p. 95. 
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else ; the question of distribution did not arise at all. By slow 
degrees, this stark individualism and economic independence sank 
into the yawning gulf of time, to be replaced by social life and 
economic interdependence. Productive efforts began to assume a 
co-operative character on an increasingly estensive scale ; hundreds 
of men began to work together to produce each commodity.^ The 
wealth thus produced belonged to all of them and the question of 
distribution arose in the natural course of things. ’ 

Before the Industrial Revolution, which occupied approximately 
one hundred years in England, from i75o to i85o, the problem of 
distribution was not an important issue. It was the Industrial Revolu- 
tion which accentuated the co-operative feature in productive pro- 
cess and increased the scale of production. The modern problem of 
distribution may, as such, be regarded as its legacy to the posterity. 

Conflict in Distribution 

Since there is no accurate measure of the just share of each 
•agent of production, conflicts over distribution of wealth often arise. 
Landlords demand a very substantial share on the ground that they 
supply land or natural resources which fundamentally give rise to the 
finished products. Capitalists like\?ise assert that they provide 
machinery, implements and money without which production on 
any important scale is not possible: their contribution is very valuable 
and their share should be equally big. Labourers say that it is they 
who actually convert raw materials into finished products; if they 
cease to work, the entire productive machinery will come 'to a 
standstill. Still they get small "wages just sufficient to keep themselves 
alive, other agents of production unjustly appropriating what really 
belongs to labourers. This theory is the inspiring motive of that 
great movement of Socialism which is spreading like wild fire in 
every country of the. world. Organis(ers claim that the efficiency of 
•entire production depends upon their bringing into effective co- 
•operation the various factors of production. Entrepreneur^, not to 
lag behind, maintain that it is they who undertake the risk; if risk is 
not undertaken, production will be stinted to the irreducible minimum 
of riecessaries for existence. Because of these conflicting claims, the 
subject of distribution has become, the most controversial and the 
most important branch of Economics. In passing it may be added 
that in the present-day organization of society labourers appear to be 
unjustly treated in the matter of distribution of wealth; their contri- 
bution is solid and substantial but their lew’ard is very little. 

§ 2. THE PROBLEM OF DISTRIBUTION 

The problem of distribution resolves itself into three main 
issues : . 


. SPenson glrcs a vivid description of the old otder of things and the netr order. 
See Esor.onics cfErerjdsj Lf;, Part I, page 13B. 
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(2) What exactly is there to be distributed ? 

(2) Who arc entitled to a share ? 

(3) How distribution takes place and what determines the 
amount of each individuals share in income ? 

I, What is to be Distributed ? 

The question, what is to be distributed, appears to be very 
simple. A beginner may give a quick reply, "Evidently whatever 
is jointly produced by the agents of production, is to be distributed.^^ 
This answer is, however, not quite correct. The whole wealth pro- 
duced is not available for distribution. A fraction of it has to be 
used for making good the capital consumed in its production, 
whether the capital is circulating^ which is consumed in a single 
operation, or fixed^ which wears out gradually. Again, taxes have 
got to be paid out of it. The balance left after making these pro- 
visions is the amount available for distribution. 

{a) The Replacement of Circulating Capit ah During the produc- 
tive process, the circulating capital is used up and has to be purchased 
again before further production is possible. In a furniture factory 
the stock of wood has to be purchased as soon as it is used up so 
that the manufacture of furniture may be continued. Similarly, in 
the case of a shoe factory, leather has to be replaced from time to 
time for the satne reason. From the total wealth produced we must, 
therefore, set apart a certain sum for such replacement before we can 
arrive at the net amount available for distribution, 

{b) Depreciation and Replacement of Fixed Capital* Fixed capital, 
like machinery, implements and ploughs, etc., lose their value with 
the passage of time, through wear and tear or otherwise. This 
gradual loss in value is known as depreciation* Fixed asset depreciates 
gradually till it becomes worthless and requires replacement. Its 
probable life can be estimated and during the period of its use, a 
certain sum is annually set aside in a Depreciation Fund such that 
when the asset becomes useless, sufficient money is available in the 
Depreciation Fund to purchase a new asset. For instance, if the 
price of a machinery is Rs. 1000 and its estimated life is 10 years, 
Rs. 100 can be added annually to the Depreciation Fund. After ten 
years, when the machinery becomes worthless, lls. 1000 will become 
available for the purchase of another machinery. Provision is thus 
made out of the total wealth produced for the depreciation and 
replacement of fixed capital. 

(r) Taxes. Citizens have to pay various State and Municipal 
taxes so that the Government and semi-Government bodies may 
discharge their functions efficiently. A part of wealth produced is 
thus taken away by the State in the shape of taxes,*'^ 

6. For a lurid cxplsnation, see Moreland, Iniroduciicn to Economics, pp, 
235-233. 
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' The total 'Wealth jointly produced by the co-operative agents- 
of production is kno'wn as Gross Product. The •wealth left after 
meeting the above three demands is kno'wn as the Nef Prcdtisf. It is- 
thc Net Product which is available for distribution. 

Examplt. Suppose the total wealth produced by a shoe factorf 
in the year i 95 a is Rs. 1,000. It employs a circulating capital of 
Rs. 200 and provides annual depreciation on fixed asset of Rs. 5 o. 
It pays Rs. 5 o as taxes each year. Find out its Gross Product and 
Net Product. 

The answer is simple. Rs. 1,000 is the Gross product and if 
we deduct from this sum the replacement charges of circulating 
capitalj depreciation on fixed capital and taxes (Rs. aoo-f-Rs. 5 o-f- 
Rs. 5 o=Rs. 3 oo), we arrive at the Net Product, namely, (Rs. 1,000 — 
Rs. 3 oo=:)Rs. 7 o. The following diagram (No. 63 ) illustrates the 
point. 

National Income or National Dividend. If we add up the Net 

_ Products of all the productive 
enterprises of the country during 
a given period, we arrive at the 
total Net Product available for 
distribution among its inhabitants. 
This total Net Product is called 
National Income or National Divi- 
dend. Marshall explains the con- 
cept of the National Dividend as 
follows ; “The labour and capital 
of the country, acting on its natural 
resources, produce annually a 
certain net aggregate of commo- 
dities, material and immaterial, 
including services of all kmds. 
This is the true net annual income 
or revenue of the country; or the 
National Dividend. We may, of 
course, estimate it for the year or 
for any other period.”^ 

The word National Dividend is 
used in its arithmetical sense as the 
amount to be divided, and not in 
its commerical sense as the amount 
Fig. 63. Explaioinq the constituents shared out. It must not be looked 

of Gross Produce. . upon as a Store accumulated by a 

' '' 

TMarshall, Pntidphs of EconomUs (1930 Ed.) p, 523. Pigou defines National 
Dividend as ^^that part of the objective income of the community, including, of 
course, income derived from abroad, vrbich can be mcasuted in money — Pigou, 
Ejccncrxics of Wdfau^ 
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year’s labour, sacrifice, etc., but rather as *a* stream continually flowing 
and being continually used up.® ‘ ^ 

2. Who are Entitled to a Share ? . 

The answer to this question is not difficult. Evidently those 
are entitled to a share of Net Product, who have contributed to the 
productive efforts. The factors of production are five, namely. Land, 
Capital, Labour, Organization and Enterprise. Those who supply 
them get a share.^ Landlords get rent : Capitalists, interest ; Labourers, 
ivages ; Organizers, salaries; and Entrepreneurs, profits. 



Organizer and Entrepreneur. Some writers make no distinction 
between the entrepreneur and organizer, obviously meaning there- 
by that both the functions of risk-taking and organization are in 
their opinion, rolled together in the same person. This view is not 

8 Crew, Etenomks for Commercial Students, p. 85. 

9 The following is a prapbic description of the origin and distribution of the 
national dividend. Wc *'may regard the contribution of each productive unit as 
being added to a vast reservoir of wealth into which flows continually the result of 
the cfToris of all classes in the community. The reservoir represents the national 
or social ritaltU of the community which from day to day is being added toby its 
ccononiically active citizens, and, on other band, is being continually drained of 
some or of all Us surplus by four great streams which in total represent the naHofial 
d/r/dr.'d cr sural income ind)v\6\::i\\y form tht incomes at present respectively 
to the four pfcat classes in society — land-owner, labourer, capitalist and entre- 
prenci-f.*’ Thomas, E/enen/s of Ticononks, p. 237, 

10 Marshall and hh followers belong to this class. 
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quite corcect. In these days, the work of organization has become 
so technical that men with special aptitude, training and experience 
alone can do it satisfactorily — the qualities not necessarily possessed 
by a risk-taker. Sometimes the constitution of the business unit itself 
makes the division in these functions absolutely essential. In the case 
of a joint stock company, for instance, all the share-holders are entre- 
preneurs or risk-takers ; but all of them do not take pact in the 
management of the business. Paid organizers or managers are 
usually employed for the purpose. In such cases, then, organiza- 
tion is not supplied by the same persons who supply enterprise. 
These considerations show the advisability of treating organization 
and enterprise as two different factors of production. 

It must not be supposed that an individual can supply one and 
ouly one factor of production. In fact, there are cases in which 
one person supplies several factors of production at the same time. 
Share-holders of a joint stock company ate risk-takers ; they are 
also capitalists as they supply capital. The dividend, which they 
receive on their shares, contains (i) interest on the capi’al supplied 
by them, and (z) profit for the risk that they undertake. Again, 
takes the case of a managing partner. He supplies capital, under- 
take, the risk, and performs the managerial duties. He is an entre- 
preneur, a capitalist as well as an organizer. 

3. Method of Distribution 

The issue of the method of distribution concerns itself with 
the following ; (a) How does the distribution actually take place ? 
and (b) What determines the share of each agent of production ? 

(_A) How Does Distribution Take "Place ? Older economists were 
at a loss to understand how distribution takes place. They gave 
very vague explanations of the phenomenon. Adam Smith, for in- 
stance, wrote that the total produce “is naturally distributed among 
the different ranks of people”; and John Stuart Mill maintained 
that this produce “d'stributes itself by spontaneous action.” These 
explanations ace obviously unilluminating and do not make us any 
the wiser. 

The method of distribution’- obtaining in modern society, tho- 
lugh complex, may be explained in simple words as below. The 
entrepreneur works as the distributor. Before actual production 
is commenced, he calculates how much produce is likely to be sold 
and at what price. This gives him Gross Produce. Then he subtracts 
from Gross Produce the replacement and depreciation charges and 

HThts is also the view of American economists in pcneral. 

]2Pcnsoa has explained this point very lucidly in this book. Tin Economic 
ofEi'eiydiiyUfe, Part I, pp. 143-144. Tact-book writers on the subject tut: 
^tencrallv followed him. 

37 



398 


INTR^ODUCTION TO ECONOMICS 


tzyics to be paid to the Government, The balance is the Ne/ Produce- 
The above calculation requires comprehensive estimation and fore- 
cast ; but as he is supposedly in the know of the actual facts and is 
experienced, his estimation is generally a near approach to accuracy. 
Alter finding out the Net Produce available for distribution in this 
way, he proceeds to make bargains with landlords, capitalists, 
labourers and organisers for the supply of land, capital, labour 
and organization respectively, taking care that a sufficient margin 
is left from the Ne/ Produce for himself. Production is then 
commenced and goods are sold as they are produced. In the end, 
if the net produce realised exceeds the sums paid out as rent, 
interests, wages and salaries, the surplus is the reward or profit of 
entrepreneur ; if the former falls short of the latter, the entrepre- 
neur suffers a loss. 

(B) Hoiv is the Share of Hack Agent of Production Deter/uined ? 
This is perhaps the most difficult and important problem of Dis- 
tribution. It shall be discussed exhaustively in the following pages 
and may be given a short and provisional treatment here. 

Each factor of production, it must be remembered, is just 
like a commodity and its reward is determined by the inter-action 
of demand and supply. Entrepreneur, when purchasing a factor 
of production, has a maximum price to offer ; he will not pay more 
than that. His maximum is determined by the marginal produc- 
tivity of a particular factor of production.’ Just as in the case of 
an ordinary commodity, the maximum of the buyer is determined 
by the marginal utility of the commodity. The owner of a factor of 
production has a minimum price determined on a rough estimate of 
expenses of production ; he refuses to accept a price lower than this. 
Between the5e maximum and minimum limits, the price is determined 
according to the relative forces of demand and supply existing, at 
the time. The reward of the entrepreneur, as we have already 
stated above, is the residue of the Net Product left after the satis- 
faction of all other claims. 

It is, indeed, the study of the determination of the share of 
each factor of production which constitutes the main body of the 
subject of Distribution. Distribution, it will be realised, is merely 
the application of the theory of value to various factors of pro- 
duction. 


TEST QUESTIONS 

1. Explain tbi meaning of Distribution. Is it u!cd In any other sense as 

vcH ? 

2. Describe the oiigin of the problem of Distribution. ‘The problem of 
IXurihution has bcco.mc very acute in modern times.* Elucidate. 

3. What h the problem of DiMribuuon ? Wljat arc its important iesucs ? 
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A, What do yon mean by National Dividend ? Discuss fully, 

5. What ts the actual method of distribution obtaining in practical life ? 
Who share the National Dividend ? 

6. Describe the theory by tvliicb the share of each agent of production is 
determined. 


EXAMINATION QUESTIONS 


U. P., Inter, Arts 

1 . Write a note on National Dividend, {1951 ) 

2. Write a note on Net Product of an Industry, (1948) 

3. What do you understand by distribution ? What is distributed and how ? 
(1947) 

4. Biicdy explain the problem of distribution. (1943) 


Patna, Inter. Arts 

5. What do you understand by Production in Economics 7 Why is it so difli- 
cult to distribute the fiuits of production in modern society ? fl948S) 

6. What is the meaning of distribution in Economics ? How docs it take 
place ? (19^65) 

Patna, Inter. Com. 

7. What do you mean by National Dividend 1 How is the share of labour 

in the national dividend determined 7 (19I8S) 

Sagar, Inter, Arts 

8. What is national dividend ? Amongst whom and bow is it distributed ? 
(1949 Supp.). 

Banaras^ Inter, Arts 

9. What do you study under Distribution ? What is dividend and how does 
its distribution take place ? (1945) 


Nagpur., Inter. Arts 

10. Among whom is wealth distrsbuted ? Explain how wealth is distributed 
in an organised society, (1949) 

Nagpur, Inter. Com, 

11, Discuss the intcr-rclationsbip between national dividend and population. 


Bombay, Inter, Com. 

12.^ What is meant by ^national dividend f W^hat principles govern its 
distribution ? (1948) ^ 


Poona , Inter. Com. 

13. \Vh?t is National Ditidcod ? How is it measured ? (1949) 


Rajputana, Inter, Com. 

14. What do we study under Distribution ? 
cd? (Raj.,!. Com., 1943r 

15. What do you study under Distribution ? 
the distribution take place ? (Raj., 1. Com., 1940) 
Delhi, Higher Secondary 


What is actually to be distribnt- 
What is divided and how docs 


16, Explain the meaning of Distribution, bringing out clearlv the 
problems involved inu, (1950) ^ 


various 



CHAPTER 59 


MOBILITY OF FACTORS OF PRODUCTION 

Some of the earlier European ’writers on Economics assumed the existence 
“what may be called complete Mobility of Labour; they assumed, that is, thi 
labourers 'would po to woik wherever the inducements were greatest ; almost as 
certainly as water will flow downhill until it reach :s the lowest possible level. Such 
perfect mobility probably does not exist. — Moreland, 

§ I. INTRODUCTORY 

Before discussing how the reward of each agent of production 
is determined, we shall address ourselves to the subject of the mobi- 
lity of factors of production. 

Meaning of Mobility 

The word mobtltty is generally used w’th reference to a factor 
of production. Mobility, according to dictionary, means the capacity 
to move easily. The mobility of a factor of production, therefore 
implies its capacity to move from one place or use to another place 
or use, easily and quickly. Land, labour, capital, organization and 
enterprise, are all mobile in varying degrees. 

Advantages of Mobility 

Mobility of a factor of production is advantageous in several 
respects : 

(1) Proper Dislribuiton. If mobile, a factor of production easily 
changes the place or field of its application ; it moves from the 
place where it is abundant to one where it is comparatively scarce. 
Thus, the curious paradox of the plenty of a factor at one place and 
its scarcity at another within the same country and at the same time, 
becomes a thing of the past, and the resources of the country are 
well organized to secure the maximum national dividend. 

( 2 ) Equalisation ofKervard. Due to the mobility of a factor of 
production, its owner is enabled to employ it in the most remunera- 
tive channels. This tendency ultimately results in the wide-spread 
equalization of reward of that factor of production. 

(3) Equalisation of Marginal Productivity, As a result of the 
mobility, an entrepreneur is able to follow the law of substitution. 
He substitutes a cheap factor of production for a dear one till he 
finds that the marginal productivity, the wealth produced by the 
marginal (or finaL unit of each factor of production is equal. This 
is known as the Earv of EquUMarginal Productivity, A faithful ad- 
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heience to this law, made possible by the mobility of various factors 
of production, is the hallmark of efficient organization and yields 
maximum profit. 

Obviously, the mobility of various factors of production is 
advantageous to their owners, their employers and the country as a 
whole alike. 

The Assumption of Free Mobility 

The old economists, known as classical economists, assumed 
the free flow of factors of production from less profitable to more 
profitable fields of their application. This is the necessary corollary 
of perfect competition. In actual practice various obstacles stand in 
the way of free mobility. Perfect mobility, like perfect competition, 
does not actually exist. Since the assumption of free mobility in the 
orthodox economic theories is removed from reality, they sometimes 
become hypothetical in their nature. 

§ 2. MOBILITY OF LAND 

Land cannot move from one place to another; in other words, 
place mobility is not possible in the case of land. But a plot of land 
devoted to one use can be put to some other use subsequently. For 
instance, a plot of land used for the growth of wheat can be made 
to grow millet. Again, land used for agricultural purposes can be 
utilised for constructional purposes. But land devoted to the cons- 
truction of buildings cannot be used for cultivation unless the build- 
ing has long disappeared. 

There ate various obstacles hindering the mobility of land from 
one use to another. Due to sheer conservatism, cultivators may 
refuse to grow maize on a plot of land so far devoted to millets 
though the former might be more profitable ; or they might not 
possess sufficient knowledge for the cultivation of the latter while 
they might be well qualified for the former. Lack of proper equip- 
ment, seeds and such other things might disable them from changing 
the crop raised. Marketing difficulties might also forbid any change. 
Happily, all such obstacles to the mobility of land are gradually 
losing their force. 

§ 3. MOBILITY OF LABOUR 

Meaning and Kinds 

By the mobility of labour we mean its ability and willingness 
to move from one place, occupation or grade to another place, 
occupation or grade. Mobility of labour is of three varieties : 

(i) Geographical or Place MobilUj. The movement of labourers 
from one place to another is known as Geographical or Place 
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Mobility, The movement of a labourer working in Allahabad to 
Banaras or Calcutta is an instance of geographical mobility. 

( 2 ) Occupational Mobility, If a labourer changes his occupation, 
his mobility is said to be Occupational Mobility, if a driver becomes 
a clerk, his mobility is occupational. 

(3) Grade Mobility, The movement of labourer with respect 
to the grade of work is known as Grade Mobility, The mobility of 
labour in the same grade is known as hori-:(pntal mobility. For instance, 
a fireman in one glass factory might move to the job of a fireman in 
another glass factory, if he gets higher wages, more leisure or better 
treatment there. The movement of labour from one grade to another 
grade is known as vertical mobility. The promotion of an assistant 
manager to the post of a manager is an example of vertical mobility.^ 

Mobility of Labour 


Geographical Occupational 

r 

Horizontal 

These varieties of Mobility of Labour are not mutually exclusive, i, e., 
it must not be understood that a particular case of mobility can be 
only of one variety and not of more than one. On the other hand, 
a case of mobility may be geographical, occupational as well as grade 
mobility. Suppose a man from Allahabad working as an unskilled 
labourer goes to Kanpur to work as a carpenter, his mobility is 
geographical since he has changed the locality, occupational since 
he has changed occupation, and grade since he has been promoted to 
a higher grade. But horizontal and vertical mobilities, being the two 
types of grade mobility, do not overlap. A mobility can be either 
vertical or horizontal, and not both at the same time. 

Geographical Mobility 

Geographical mobility of labour is common everywhere in the 
world. In our country, though not of considerable importance at 
present, it is definitely increasing. Geographical mobility is either 
permanent or temporary. Sometimes labourers leave one place for 
good and settle at 'another place permanently. It may happen due 
to social causes like excommunication ; economic causes like the sale or 


1 Wiitecs have not paid as much attention to the subject of mobility as it 
deserves. Classification of the mobility of labour in particular is not always free 
fio n s and ambiguity. I have tried to be as logical and unambiguous as 

pjssib ill thi above classification. 


) 

Grade 

I 

Vertical 
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dispossession of land or better conditions of employment available 
elsewhere ; or reliffous causes like Hindu-Muslim riots'^. Permanent 
mobility is not so important in India as temporary geographical 
mobility. Cultivators generally go to the neighbouring industrial 
towns during the off season, when they are idle, only to come back 
to their fields after a short period. The hill exodus of Government 
offices, occasional transfer of Government officials and movement 
of labourers to the place of fairs or w las, are other instances of tem- 
porary mobility. Temporary mobility is encouraged by lack of 
employment, and climatic, technical, political and administrative 
considerations. 

Labour is the most difficult Lictor of production to move from 
•one place to another because of various personal considerations even 
when such movement is economically profitable to labourers. But 
with the spread of education, dissemination of knowledge regarding 
possibilities of employment at other places, and under the pressure 
of struggle for existence, labour has begun to move from place 
to place. 

Occupational Mobility 

Mobility from one occupation to another occupation takes 
place when the general attractiveness of the latter exceeds that of the 
former. The following are the factors that attract labourers from 
one occupation to another *. (i) J Ugh 7i'ages. Other things remaining 
the same, an occupation promising higher wages will attract mote 
labourers as compared to those occupations where wages are low. 
.(a) Agreeablcncss of work Agiceablcness of the work attracts labour- 
ers and its disagreeableness repulses them. (5) The ease of Icaniing /he 
buslttess. If a business is easy to learn, it becomes mo c attractive 
to labourers as compared to one which necessitates diificult, costly 
And long apprenticeship. (4) The reguhwi/j ivid security of etaploy men!. 
If the employment is secure and regular, Jt is very attractive to 
workers. (1) The possibili/ics of success and rise The occupation 
where chances of success arc great and the scope for progress is 
■considerable, is always liked by workers. (6) The dcgr.e of trust 
reposed in the vorhr. If the employment requires a high degree of 
honesty and sincerity, the reward and prestige attached to the office 
.arc considerable. It becomes attractive to men endowed with integ- 
rity and honesty but unattractive to those who lack these qualities. 
It may be emphasized, however, that though all these factors hat'c 
•a telling effect on occupational mobility, the most important of them 
is the first one, namelv, the rate of wages. Other factors are static 
and do not vary considerably from time to time ; therefore, they 
■exert little influence on occupational mobility. 

‘■Paisces flrst came to Bombay due to a religious cause. 
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The occupational mobility of labour also depends upon its 
skilled or unskilled nature. Unskilled labourers have to do the work 
which requires no skill or training, whatever might be the occupa- 
tion. As such, they can easily move from one occupation to another 
under the influence of increased wages. Skilled labour, on the other 
band, is specialized. Skilled labourers in a particular occupation are 
specially trained for the purpose; and while they may be very suitable 
for the jobs they have been trained for, they may be misfits, or no 
better than unskilled labourers, in other occupations. As such, 
skilled labour is not very mobile occupationally. 

The inability of skilled labour for occupational mobility is 
weakening gradually. As education is increasing, certain branches 
of knowledge and training hitherto confined to a comparatively few 
persons ate becoming the possession of the majority, and the gulf 
between skilled and unskilled labour is being levelled up. Again, 
the spread of machinery and the division of labour to an ever-increas- 
ing extent, have simplified each task to the maximum degree and 
have made them very much alike. 

In India occupational mobility is little due to the lack of edu- 
cation, absence of machinery and cons:rvatlsm of the people. It has 
been rendered smaller still by the rigid caste system prevalent amongst 
the Hindus. According to this system, the occupation of a man is 
determined at the time of his birth and he cannot change it without 
arousing social disapproval and opposition, which few can risk. For 
instance, a milkman would not take up the work of a cobbler lest he 
might be expelled from the caste. Similarly, a cobbler cannot think 
of becoming a sweetmeat-seller lest he might displease the members 
of the society and might rot in hell in the next world for spoiling 
the religious faith of others. The caste system certainly has the 
advantage that it preserves the hereditary skill and is an excellent 
system of family apprenticeship. But it becomes vicious when no 
exceptions are made to it. In our opinion persons of one caste 
should be allowed to change their occupation if (i) the demand for 
labour is comparatively high in other occupations, which is expressed 
by high wages prevailing there ; or (a) if they have natural bent 
towards other occupations. Luckily, the caste system is weakening 
with the spread of education and the growing realization of its 
demerits. Signs of dissatisfaction against the system have already 
begun to appear and are very likely to bear fruits in course of time. 

Grade Mobility 

Grade mobility, as said above, may be horizontal or vertical. 

Hon\ofjfa/ Mobility. The mobility from one grade to another 
may be in the same occupation. For instance, a labourer working 
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in a particular sugar factory may have a cruel boss ; he will, then, 
take the first opportunity to move to another sugar factory whose 
boss is kind and considerate. Horizontal mobility in the same 
occupation is not so important as the horizontal mobility from one 
occupation to another. In the latter case, all considerations discussed 
above regarding occupational mobility apply with equal force. 

Vertical Mobility. Mobility from one grade to another may 
be upward or downward, i. e., a worker may move from a particular 
grade to a higher grade or to a lower one. It is easier to move down 
' the scale than to move up. 

The movement to a higher grade is possible in the following 
cases ; (i) If a worker becomes distinctly efficient for a higher grade 
through education and experience, he might scale up. (a) If the 
demand for men able to fill up the posts of higher grade increases as- 
a result of increased demand for the products of that industry, an 
opportunity for vertical mobility of this type arises. (5) If the 
labourers of the higher grade are somehow incapacitated or die or ate 
withdrawn from the work due to certain reasons, labourers of lower 
grade get promotions. 

Labourers go down from a higher grade if they lose efficiency 
or if unemployment spreads. 

Hindrances to the Mobility of Labour in India 

Of all tbe agents of production, labour is said to be the most 
immobile. Labour is inseparable from labourers ; the two move 
together. As such, many personal factors hindering the mobility 
of labourers become obstacles to the mobility of labour as well. 
Besides, many extra-personal factors also exert influence on the move- 
ment of labourers and, therefore, of labour. In India, the mobility 
of labour is hindered by the following factors : 

(i) Lj)ve of HomCy Place or Occupation. Love of home, family 
ties, affection for a particular locality and appreciation of life in the 
country as opposed to dislike of life in the town, obstruct the 
geographical or place mobility of labourers. Love for a craft or 
the feeling of family pride in it, hinders occupational mobility. A 
mao being what he is, cannot generally raise himself above such per- 
sonal considerations. 

(z) iMck of Ambition. If a labourer is satisfied with his present 
lot, he has no ambition to move. In Western countries labourers, 
are very materialistic and are constantly on the look out to raise their 
standard of living. Indian labourers, on the other hand, are fatalistic 
and of a spiritual bent of mind. They think that their financial posi- 
tion is deternuned by fate, and cannot be improved. Moreover, they 
always think in terms of the next world where they will go* after 
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their death, which makes them care more for religion than for money. 

(3) Social Customs, The rigid social customs of India, which 
act as a drag on the wheels of progress in general, also hinder the 
mobility of labour. Of such social customs, caste system and the 
joint family system are the most important. We have already dis- 
cussed how the caste system checks mobiliiy. The joint family sys- 
tem is alsimilar obstacle in the path of mobility. In Western coun- 
tries, a family consists of the husband, the wife and m nor children. 
In India, on the other hand, the family is joint in the sense that it 
consists of a large number of families. As a matter of fact, father 
and mother, uncles and brothers, along with their wives and children 
—all live together. This system certainly has the advantage that 
each member works according to his capacity and gets according to 
his needs. The old, the infirm and the unemployed are properly 
looked after. But it checks geographical mobility by strengthening 
family lies. Again, it is prejudicial to one's ambitions because 
personal exertion is not proportioned to personal income and, as 
such, hinders occupational and grade mobility. 

(4) The Nature of Occupation. Sometimes the nature of occupa- 
tion is such that a movement results in loss of efficiency. This is 
particularly true in the case of agriculture which is the occupation of 
the majority of Indians. If a cultivator moves from one place to 
another,^ he might have to face strange climate, soil and crops. A 
substantial part of his old knowledge might become useless and new 
training might become necessary. This is one important reason why 
our agriculturists are not mobile. This is not so with artisans who 
can move from town to town and village to village with their bag 
of implements doing the same work in the same fashion. 

(5) Difference in Surroundings. India abounds in languages, 
Teligious and social customs, climatic condition and modes of living. 
This brisk variety discourages geographical mobility. Life amidst 
strangers speaking different languages, following different social 
customs, eating different food and wearing different clothes becomes 
very difficult indeed. 

(6) Poverty of the Masses. The people of the country are very 
poor and find themselves unable to bear the expenses of migrating 
from one place to another where they might expect to get better 
reward. Again, due to poverty they cannot get training and educa- 
tion necessary for vertical mobility, 

(7) Lack of Means of Transport and Cot?i muni cation. Means of 
transport and communication are not very wide-spread, cheap and 
ea'^y in our country. Where difficulty exists, geographical mobility 
is hindered. This obstacle was very great in the past but it has lost 
much force due to the recent developments in the means of transport 
and communication. 
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(8) In>iora/u'e. The want of knowledge of the place and occupa- 
lions where high wages ma^’^ be expected is an important obstruction 
to geographical, occupational and grade mobility. As most of^ the 
people ate illiterate, generally ordinary posts are^ not advertised. 
Other means of information like labour exchanges, information side 
of the trade unions and State guidance into the matter, are con- 
spicuous by their absence. Where, however, information is available, 
mobility of labour is a common feature to be met with. For in- 
stance, many labourers from the villages of the Uttar Pradesh 
have gone to Bengal and Behar to work in factories ; and the in- 
formation sent by them to their villages of high wages that they 
earn has been responsible for the mobility of labour on a large 
scale. 

(9) ’Primitive Conditions of ICork. Over the greater part of the 
country, old methods of production are followed. Spread of machi- 
nery and the division of labour have not yet made much headway. 
As such, occupational mobility is hindered. 

All these obstacles have made the typical Indian labourer stay- 
at-home and satisfied with the occupation and grade he happens 
to be afached to. Luckily, the force of these factors is losing 
vigour, though gradually. Under the stress of circumstances and 
the contact with westerners, social customs are losing their hold. 
Caste system is weakening and joint family system is breaking 
asunder. Means of transport have improved considerabL, particularly 
due to the advent of motor lorry transport Primitive conditions 
are undergoing a change. Large-scale industries are being set up 
in all directions and for all purposes. Mechanisation and division 
of labour are increasing as a consequence, 

§ 4. MOBILITY OF CAPITAL 

By mobility of capital is meant its ability and willingness to 
move from one place or use to another place or use. Capi'al is 
the most mobile factor of production. Capital can be physically 
detached from its o.vner ; therefore the various and diverse personal 
factors like love of family, attachment to surroundings, etc., which 
influence the mobility of labour do not influence the mobility of 
capital. Moreover, capital can be easily and cheaply trmsmitted 
over long distances unlike labourers for whose transport conditions 
are not so simple. 

The financial mechanism of a nation is the usual agency thro- 
ugh which transfers of capi-al are made. In the modern age (a) a 
capitalist wanting to withdraw capital from, say shares of cotton 
textile companies and to re-invest it in those of, say iron and steel 
industry, may simply ask his stor/(: eve/tange brokers to do the needful. 



6oZ 


INTRODUCTION TO ECONOMICS 


(b) Some capitalists deposit money with a bank ’ and leave at their 
option the investment, withdrawal and rc-investment of capital. ^ (/)' 
There are some capitalists who may re-hwest capital directly in a 
business where their control is supreme. For instance, a man might 
set up his own firm of, say sugar manufacturing and withdraw 
for the purpose money invested in tea shares or deposited in a 
bank. 

Factors Leading to the Mobility of Capital 

The most important conditions governing the mobility of capital 
are its security and its profitability, the rate of interest obtain- 
able. Unless the capitalist is sure that the new channel of invest- 
ment is reasonably safe and sound, he will not ordinarily like to 
risk his capital in it. Other things remaining the same, the order 
of preference follows the order of security. The rate of interest 
obtainable is another important consideration. Of the two invest- 
ments equally secure, one giving high rate of interest will be 
preferred. The importance attached to either of these factors, 
depends upon the temperament of the investor. Cautious investors 
give more weight to security, while speculative investors are more 
attracted by profitability. 

Other subsidiary factors governing the mobility of capital 
are (i) the existence of satisfactory and diverse channels of invest- 
ment, which is dependent upon the economic progress of the 
country ; ( 2 ) the existence of rapid means of communication and 
transmission of capital ; (3) the political stability of the region of 
investment; and (4) the development of the financial mechanism. 

The mobility of capital varies according to its liquid or fixed 
character. Liquid capital, /.f., cash and goods which can be easily 
converted into cash, possesses a high degree of mobility. For 
instance, capital invested in securities always purchased and sold ^ in 
stock exchange markets can be easily disposed of and the capital 
withdrawn to be put to some other use. Fixed capital, on tha 
other hand, is not so mobile. Capital invested in buildings, machinery> 
etc., cannot be easily withdrawn. The sale of such goods takes, 
time and involves loss. 

Mobility of Capital in India 

Capital in India is not very mobile, (i) As the country is in 
the infancy of economic development many new ventures are certainly 
being embarked upon, but their capacity is yet untried and their 
profit-yielding capacity still problematical. Under the circumstances, 
the mobility of capital cannot be great. ( 2 ) Our financial mechanism 
is not tvell developed. Banks have not yet penetrated into the interior* 
Moreover, they lack in variety. This hinders mobility. For instance,. 
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if a man in the village Phulpuf wants to close down his grain shop 
and to invest this money in the bank deposit, he finds that he cannot 
do so, there being no bank in his village. Stock exchange markets 
ate also very few and ate not accessible to all. (5) Lack 0 / enterprise. 
Channels of investment ate few in this country as people lack the 
spirit of enterprise. They do not have the courage to start new 
ventures. (4) Dishonesty. Usually bogus companies ate started and 
capital is raised under high-sounding promises but within a short 
period the capital is dissipated in the high salaries and other payments 
to the promoters ; and very soon the concern goes to the wall. 
This is very discouraging to investors. ( 5 ) The industrial policy of the 
State. The policy of the Government towards our industries during 
British period was step-motherly. The policy of discriminating 
protection followed by that Government did not assure the entre- 
preneurs that if they start a new industry, it would receive proper 
support from the Government. After the attainment of freedom, 
the government followed a confused and unrealistic policy. 

But conditions ate fortunately changing for the better, though 
by slow degrees. New veniuces ate coming into existence. Cement 
factories, cigarette factories, hydro-electric works, etc., ate coming 
3nto prominence. Attention is being paid to the development of 
banking and stock exchanges. Agitation for a sympathetic industrial 
policy of the State is being carried on. It is expected that in course 
of time conditions will become favourable for the mobility of 
•capital. 

§ 5. MOBILITT OF ORGANISATION 

Organization is of the nature of high-grade labour. Organi- 
zers are highly educated individuals and being sufficiently progressive 
as a general rule, are mobile geographically. Vertically, too, they 
•are very mobile. Some difficulty, however, arises in the case of occu- 
pational mobility in so far as the organizational problems of an indus- 
try are peculiar to it. 

§ 6. MOBILITT OF ENTERPRISE 

By mobility of enterprise we mean the capacity of risk-takers 
to move from one occupation to another where reward is higher, in 
proportion to the risk. In our country enterprise is slowly develop- 
ing. Formerly its mobility was very little. Our entrepreneurs used 
to take the minimum risk and to float concerns for the objects found 
profitable by their foreign compeers in this country. But with the 
spread of education, growing contact with western industrialism 
-and economic advancement of the country, the mobility of enterprise 
is increasing. The unrealistic industrial policy of the State, which we 
have already referred to, is the most important obstacle in the wav 
And needs an immediate revision. ^ 
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TEST QUESTIONS 

1. Explain the meaning of mobility of a factor of production. What arc the 
advantages of mobility ? 

2. Write short note on the mobility of land, organisation, and enterprise. 

3. Explain the meaning of mobility of labour and discuss its kinds. Arc the 
varieties of mobility of labour mutually exclusive ? 

4. Write an esssy on Occupational Mobility of Labour with special reference 
to India. 

5. Write short notes on geographical mobility, horizontal mobility and 
verticil mobility. 

6. What arc the hindrances to the mobility of labour in India ? 

7. What ar.^ channels of moving capital ? Discuss the factors leading to the 
mobility of capital 7 Why capital is not mobile in India ? 

EXAMINATION QUESTIONS 


U. P., Inter Arts 

1. What do you understand by mobility of labour ? How far have social 
customs infijenced the mobility of Indian labour ? Suggest remedies, (1951) 

2. Write a note on M bility of Labour. (1950, 1949) 

3. What hindrances prevent mobility of labour from one part of India to- 
another. If mobility of labour is complete, what will be its effects on the wage 
rate? (1947) 

4. Discuss the various aspects of the mobility of labour in India. How does 
it affect wages ? (1940) 

5. What is meant by mobility of capital ? What are the causes which hinder 
the mobility of capital in India ? What remedies would you suggest for the same ? 

(U. P , 1936) 

U. P., Int. Com. 

6. Explain the mobility of labour and account foi the comparative immobi* 
lity of Indian labour. (1950) 

7. Discuss the factors which influence mobility of labour and capitaL 

(1936,34) 

Kajputana, Int. Arts 

8. What is meant by mobility of labour 7 What are the obstacles to mobility 

of labour in India 7 (1945) ^ 

9. State and explain the obstacle to mobility of labour in India, (1941) 
Banaras, Int. Com. 

10. On what factors does the mobility of labour depend ? (1949) 

Sagar, Int. Arts 

11. What is mobility of labour ? Explain the different kinds of mobility of 
labour and show how it is influenced by some factors ? (1950) 

12. What do you understand by mobility of labour 7 What factors retard 
the mobility of labour in India 7 (1949) 

13. Write note on mobility of labour. (1949 Supp.) 
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Sagar, Int. Com. 

14. What do you uodersiaod by mobility of labour ?^Name its diffetcnt types 
and how far ft is obtainable in India ? (1949 Supp,) 

Nagpur^ Int. Arts 

15. What do you understand by rnobility of labour ? R^plain its economic 
importance. (1948) 

16. What are the factors tbatad'ect the mobility of labour in India 1 (1948) 

17. Write a note onjmobility of labour in India. (1947) 

Nagpur, Int. Com. 

18. Write a note on mobility of labour in India. (1947) 

Bombay, Int. Com. 

19. Write a note on Mobility of Labour, (1948) 

Patna, Int, Com. 

20. Why^ do you want labour to be mobile ? What arc the factors which 
reduce the mobility of labour in India ? (1944) 

Pan jab, Int, 

21. On what factors does mobility of labour depend ? Wbai is the impor- 
tance of mobility of labour ? (1949) 



CHAPTER 6o 


RENT 

The exchange in value of all commodities, whether they be manufactured, or 
the produce of the mines, or the produce of land, is always icgulated by those who 
-continue to produce them under the most unfavourable circumstances. Corn is not 
high because a rent is paid but a rent is paid because corn is high. Rent is not a 
•component part of the price of commodities. — Kjcarda, 


§ I. MEANING OF RENT 

Economic Meaning of Rent 

It was said in the preceding chapter that the share of the nation- 
al dividend accruing to the landlord is called rent. Rent may, 
therefore, be defined as the income which accrues to the landlord 
from the ownership of any natural agent such as land, mines, water- 
power, etc. As Marshall puts it,, the income derived from the 
ownership of land and other free gifts of nature is commonly called 
Rent.i From the point of view of the entrepreneur, rent may be said 
to be the payment for the use of land.® 

Rifardo^s Definition. Ricardo's definition of rent is sometimes 
-quoted with approval in the text-books of Economics and committed 
to memory by the students. According to Ricardo, ‘^Rent is that 
proportion of the produce of the earth which is paid to the landlord 
for the use of the original and indestructible powers of soil". This 
definition of rent, however, is not quite correct. The following are 
its inaccuracies : 

(i) Ricardo restricts the term rent to the payment made for 
the use of ‘‘soiF^ or ‘‘land". He excludes other free gifts of nature. 
As such his definition is too narrow. 


IMaishali, Eeommus of Industry, p. 52. 

TKsnt of Land {Surf'2ce)^J£ wc take into account only land surface, we will find 
that rent in that case depends upon the following three factors ; (\) Original Rertiltfy 
of the Soil, Other things remaining the same, the mote fertile the land, the higher 
will be its rent, (ii) Situation of Land, Other things remaining the same, the better 
the situation of land, the higher wiU be its rent, (in) Capital Sunk in Land. Some- 
times the capital sunk in land becomes just like land, and it is subject to the same 
economic laws which govern land rent and depends to some extent upon the capital 
60 sunk. Hence we may define rent as payment for the use of feriility of soil or its 
Jocation or both as well as any capital so sunk in the soil as to obey, the economic laws 
concerning land, Si*c in jhis connection S. E. Thomas, Elements of Economics, 
p. 24 ; fand Clay, Economics for the General Reader, pp. 351-352. 
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(i) The cspcession original and indtsiruclible powers of the 
soiP' is not a happy one. Feitility, which is an important factor in 
determining rent and value of land, is definitely destructible. ^ Again, 
there are some properties of the soil which are not original but 
which are not distinguishable from land. Capital sunk in the land 
after a long time b^ecomes indistinguishable from land and obeys 
the same economic laws which land obeys. The income from such 
acquired power or property is rightly regarded as rent. 

Popular Meaning of Rent 

The scientific or economic meaning of the term “rent’’ should 
be distinguished from its popular sense. In the popular sense 
the term is applied to the periodical payment for the use of a house 
including the ground on which it stands, of a farm or an estate, of 
forest, of a fishery, or a mine. According to this definition, tent 
includes not only payment for the use of land but also interest on 
capital invested in buildings and elsewhere, depreciation of fixed 
capital, and profit. For instance, the payment which a tenant makes 
to his landlord for the use of his house includes not only rent in the 
economic sense but also interest on the capital spent in the construc- 
tion of the building, its early depreciation, and remuneration for the 
risk or enterprise. Similarly, the r^nt paid by a cultivator for the 
use of a farm includes not only pure rent but also interest on capital 
aunk in farm-building, drainage, etc., depreciation, and reward for 
risk-taking. The reader should remember that economists do not use 
the term “rent” in its popular sense.® Whenever he comes across 
the word “rent” in any book on the subject of Economics, he should 
take it to apply in the scientific, i.e., economic, sense. 

Rent and Tenancy 

It should not be thought that tent necessarily implies the exist- 
ence of the tenant and the landlord. In other words, it must not be 
supposed that rent is the payment which the tenant pays to the landlord 
and that it cannot arise unless laod_ is let out by the latter to the 
former. As a matter of fact, landlord can use his land in either of 
the two ways ; he may let it out to tenant, or himself use it pro- 
ductively. It is in the first case that he gets a fixed annual payment 
called tent. In the second case he does not receive any such reward 


SRent is popularly thought as a payment for the privilege of enjoyiog the use 
of any material object, a piece of land, a bouse, a boat, or anything you please. 
As used by most economists, on the other hand, rent means only a payment made 
for the use of ler.i, that land further being conceived as unmodified by human art, 
or at least modified only in certain very fundamental and subsiantially unalterable 
■ways, — F. M. Taylor, Readings in Eecnomiss, p. 181. 

58 
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but he may well be supposed to be his own tenant and to pay rent 
to himself.^ 


§ 2. ECONOMIC RENT AND CONTRACT RENT 

Economists divide rent (in its scientific or economic sense) into 
Economic Kent and Contract Kent^ the difference between which is of 
fundamental and vital importance. 

Economic Rent 

Land differs in quality. Some plots of land are very fertile 
and very favourably situated ; others, comparatively unfertile and 
unfavourably situated. At a particular time, there is some 
land under plough whose fertility, or location, or both, are 
worst of all the cultivated tracts, so much so that it cannot afford 
to pay any rent. This is called the ISfo-Rent Land or Marginal Land. 
The output of every other land under plough is greater than that 
of the No-Rent land. The surplus produce {or differential gain) arising 
on supermarginal lands is called Economic Rent. Suppose at any 
particular time three plots of land. A, B and C are under pjough ; 
C is the no-rent land and yields i,ooo maunds of wheat. The appli- 
cation of equal productive resources results in i,5oo maunds of 
wheat from B and 2,000 maunds from A. The economic rent of B 
will, then, be 5 00 maunds and of A, 1,000 maunds. Economic Rent 
may as such be defined as the surplus produce or differential gain accruing 
to the owner of the land by virtue of its relative advantages of fertility^ or 
location ^or both^ over the no-rent land. 

Contract Rent 

The rent which is actually paid by the tenant to the landlord 
for the use of land is known as Contract Rent. It is called contract 
rent because it is determined by a contract between the parties 
concerned. Contract rent of a land may be equal to, or greater than, 
or less than, its economic rent. Under free competition, the rent 
actually paid is equal to the economic rent. If competition among 
landlords is comparatively greater than that among the tenants, or if 
some custom or law prejudicial to high rents is in force, contract rent 
may be less than the economic rent. On the other hand, if tenants 
compete more freely among themselves than landlords, or if some 
custom or law operates against tenants, contract rent may exceed 


4Thc owner may be the cultivator, in which case he gets the rent. The 
owner may be the community, which then gets the rent. (This is the socialist pro- 
posal, which would not abolish rent, but transfer it to the State). Or, the owner may 
have let his land to a farmer, in which case the farmer pays the rent to the owner, — 
Hum, Man arid Wealth, pp. 30-31, 
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economic tent.® The practice of charging a contract tent in excess 
of the economic tent is called “rack-renting”. 

§ 3 . DETERMINATION OF CONTRACT RENT 

Contract rent is the price paid for the use of land and, like the 
price of any other commodity, is determined by the forces of demand 
and supply. 

Demand for the Use of Land. The cultivator agrees to pay tent 
for a plot of land because he thinks that if he cultivates it, he would 
get a return which would enable him to pay all the expenses of 
cultivation, to get an income for himself and to have a surplus which 
be can pay as rent. This surplus is the maximum that he will be 
willing to pay to the landlord. Good land yields a larger surplus 
per acre than a bad land ; the tenant’s maximum, as such, will be 
higher in the former case than in the latter. In other words, his 
maximum will vary with the character of the soil and the location 
of land, the nearness of the market, facilities for marketing, and the 
price he is likely to get for the produce.® 

Supply of the Use of Land. The landlord may use the land 
himself or may be willing to let it out. In the latter case there is 
said to be a supply of the use of land. The landlord calculates in 
his own mind, the surplus which may accrue to him if he cultivates 
the land himself. This surplus is th6 minimum which he will charge 
as rent for the use of his land. If he does not get this minimum as 
tent, he might cultivate the land himself or put it to some other 
purpose. 

Determlnathn of Contract Rent. The contract rent is determined 
by the inter-action of the demand for and the supply of the use of 
land. The greater the intensity of the demand and the keener the 
competition among tenants relative to supply, the mote will be the 
tendency of contract rent to reach the maximum. On the other 
hand, the greater the urgency of the supply and keener the competi- 
tion amongst landlords relative to demand, the more will the con- 
tract rent tend to reach the minimum. Generally speaking, in new 


5It is easy to conceive of conditions which may cause contract rent to differ 
from economic rent. Thus, an unwillingness to leave a farm which has been held 
by patents and gtand-parents may serve to induce a submission to the exaction of 
a rent which le ivcs an inadequate remuneration to the farmer for his labour. 
Similarly, a landlord may be unwilling to press an old tenant, even though the 
land has risen in value. Funher, capital invested in the soil cannot be withdrawn 
at short notice. Some improvements may take years to exhaust, and a tenant, 
who was unable to secure adequate compensation for unexhausted improvements 
effected at his cost, might lose less by tenewing his lease at a rent higher than the 
land without those improvements could bear, than by abandoning the values tepte- 
sented by improvements — A. W. Flux, Ercno«j/V Princ/p/esj pp. 102-103. 

6 For an able discussion of the factors affeaing the utility and comparative 
utility of land, see Richard M. Hurd, Pmciptes cj dtp Land Vclttes. 
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'countries where land is abundant and competition among landlords is 
very great, contract tent is usually low. In old countries, particularly 
when they are thickly populated, competition among tenants is enor- 
mous and contract rent is more or less equal to economic rent. 
Sometimes cultivators pay even more than the economic rent in case 
competition is very keen among them or if they have no occupation 
besides agriculture to follow. This is called rack-renting and is 
common in India, 

§ 4. DETERMINATION OF ECONOMIC RENT : RICARDO’S THEORY 

We shall now consider how economic rent is determined. 
Theory of ' Economic Rent is a very important problem of distribu- 
tion. When the expression ‘‘Theory of Rent” is used, without any 
adjective before the term usually economic rent is meant. 

The theory of economic rent was first propounded by David 
Ricardo (i773-i8a3), one of the most distinguished of the English 
classical economists ; and is called the Ricardian Theory of Rent. 
In this theory Ricardo, followed by later economists, focussed 
attention on agricultural land only. Other natural gifts were exclud- 
ed from consideration, since the principles enunciated here apply 
with equal force to them as well. 

Nature of Land 

In order to be able to understand Ricardo’s theory of rent, we 
should first understand certain fundamental characteristics of land. 

(1) La/jd Differs in Fertility. Some plots of land are more 
fertile than others, /. the application of equal doses of labour and 
capital results in a higher yield in some cases and less in others. It is 
this difference in fertility, combined with variations in locality, which 
gives rise to a surplus or differential gain on the supermarginal lands. 
This surplus is economic rent. 

( 2 ) The Cultivation of Land is Subject to the Larv of Diminishing 
Returns. The return due to the application of a particular dose of 
labour and capital is less than that due to the preceding dose. As 
such, all the doses (except the marginal dose) enjoy surplus or differen- 
tial gain over the final or marginal dose. This surplus, as we shall 
presently see, is economic rent. 

{I') Rent depends upon rciTSvi qualities of the land— /<?r////Vy 
and location. The more fertile a land, other things remaining the 
same, the higher will be its rent. Its location has similar influence 
on rent. Location implies, among other things, nearness of market, 
facilities of transport and the price prevailing in the market. Rent 
is the payment for the fertility and location of land. 

Ricardian Theory of Rent 

Ricardo started with the supposition of a vast tract of a virgin 
land just colonized by a small number of men. Since the land is 
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abundant and idle, no payment need be made for its use. Rent will 
not arise at this stage. The settlers will cultivate only the best or 
A grade land ; and competition will reduce the price of the agricul- 
tural produce just to the level of the expenses of production. 

With the passage of time, the population of the colony will 
increase through births, or immigration, or both. The demand for 
agricultural produce will increase as a consequence and inferior or 
B grade land will have to be brought under plough. Now the 
application of an equal number of doses of labour and capital will 
yield heavier crop on the superior or A grade land and smaller crop 
on the inferior or B grade land. The surplus yield of the superior 
land over the inferior land under plough, is the economic rent. 

If the population increases still further, still inferior or C grade 
land will be brought under plough ; and consequently rent on A 
grade land will increase while that on B grade land will begin to 
appear. This phenomenon of an increase in the rent of the super- 
marginal land and the appearance of rent on the (hitherto) marginal 
land, will go on repeating itself as population increases and sub- 
marginal land is picked up for cultivation.' 

Illustration 

Let us assume that the supposed colony possesses four grades 
of land. The first or A grade land is cultivated in the first instance ; 
and for a certain outlay of labour and capital, yields 5o maunds per 
acre. After some time, the second or B grade land is also brought 
under plough. For the same outlay, its return is, say, 45 maunds 
per acre. A surplus of (5o — 45 =) 5 maunds begins to appear on A 
grade land. This is its economic rent. 

After some time the population increases so much that even 
the third or C grade land comes up for cultivation and its yield pec 
acre on the above outlay is, say 5 5 maunds. Thus surplus produce 
or economic rent of A grade land is now raised to (5o — 35 =) i5 
maunds ; while B grade land also begins to show a surplus of 
(45 3 5=) 10 maunds, which is its economic rent. 

In course of time, D grade land will also come under cultiva- 
tion. Suppose its yield is 20 maunds only. It will raise the surplus 
or economic rent of A grade land to (5o — 20=) 3o maunds; of B 
grade land, to (45 — 20=) z5 maunds ; and on C grade land, rent will 
begin to appear to the extent of (35 — zo—) i5 maunds. 

In the diagram on page 618 OA. AB, BC, and CD, arc A grade 
® ^ D grade lands respectively. The application 

of an equal outlay on each of them gives an yield which is measured 
along the given scale and is represented by the rectangles standing 
just above the respective bases. CD is the no*rent land and does 

TCarvcr, Th cJWeclth, pp. 205-206. 
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not yield any rent. All the other plots yield economic rent equal to 
the shaded portion of their respective rectangles. 


Marginal or No-Rem Land 

From the above discussion, it is plain that the no-rent or 
marginal land plays an important role in the determination of the 
economic rent. It is called No-Rent land because its expenses of 
production (excluding rent) are just equal to the price of its produce 
so that it cannot afford to pay rent. Being on the margin of culti- 
vation, it is also called marginal land. The following important 
points must be remembered with regard to the marginal land : 

(t) It has a decisive influence on rent. Its yield forms the base 
from which economic rent on super-marginal land is calculated. 

( 2 ) Market price of the agricultural produce is equal to the costs 
of production on the marginal land. It could not be less than the 
cost of production ; otherwise the crop will not be produced at all — 
the marginal land will remain idle. Nor could it be less than the cost 
of production ; otherwise a lower grade land will be brought under 
plough and the marginal land will become super-marginal land. 


(3) Marginal land is not fixed. It is, on the other hand, 
very sensitive to variations in the price of argicultural produce. 



As soon as the market 



price goes up, the mar- 
ginal land becomes 
super-marginal and the 
sub-marginal land, be- 
comes marginal. On the 
other hand, if price goes 
down, the marginal land 
goes out of cultivation, 
a super-marginal land 
becoming marginal. 

The Intensive Form of 
the Theory of Rent 
In the above discus- 
sion we have exposed 
the theory of rent as 
applied to land cultivat- 
ed extensively. The 
theory is also applicable 
to the land cultivated 
intensively. When the 
land is intensively culti- 
vated, the yield due to 


Fig. 65, Showing the origin of rent, successive doses of la- 

bour and capital goes on 
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diminishing till a stage is reached \?hen the cost of the 6nal dose is 
^ust equal to the price of the yield it grows. This is the marginal 
or no-rent dose. The produce due to all other doses exceeds that of 
the marginal dose. The surplus or the differental advantage thus 
appearing is the economic rent. 

The diagram given above can also be used for explaining the 
intensive form of the theory of tent. Suppose, the yield due to the 
application of the first dose of labour and capital to plot of land is 
5o maunds ; that due to second dose, 45 maunds ; that due to the 
third dose, 3 5 maunds; and that due to the fourth and final dose, 20 
maunds. The rent in the case of first three doses is 5o maunds, 2 5 
maunds and i3 maunds respectively, the fourth dose being no- 
rent dose. 

OA, AB, BC and CD represent the four doses and the rectan- 
gles standing over them represent the yield due to each of them. 
The shaded portions of the rectangles over OA, AB and BC represent 
the surplus or the economic rent. Note that no rent arises in case 
of the marginal dose, CD. 

An important point that arises from this discussion is that rent 
will arise even if all the land was of uniform quality. In such a 
case, extensive from of cultivation will not, of course, give rise to 
rent ; but if the pressure of population necessitates intensive culti- 
vators rent will arise as shown above. 

Criticism of the Theory 

Ricardian Theory of rent has been criticised on many grounds. 
The following ate the main points of criticism ; 

(i) Ricardo maintains that rent is paid for “use of the 
and indeslrnclibk powers of the soil.” This expression is not very 
accurate. The powers of the soil, for which rent is paid, arc not 
always^ original : in some cases they ate acquired. Again fertility, 
which is one of the most important parts of the soil, is destructible.^ 

(a) His theory is said to be historically false. He said that the 
best land is first put under plough and later on land is picked up for 
cultivation on the merit of its goodness. It has been said against 
this contention that the order of cultivation is just the reverse ; men 
proceed from interior to superior land. But the contention of the 
critics is, in the first place, not free from doubt. Even if it were 
correct, it must be realised that Ricardo’s historical order of cultiva- 
tion is not of the essence of his theory. It is simply an illustration, 

SSome economists defend Ricardo by stating that except fertility, other quali- 
ties of land like climate, extent and configuration arc certainly indestructible. Tbi* 
statement, though correct, docs not take away the force of tnc criticism. 
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a method of putting a thing. What he wants to show by this 
historical illustration is that different points of land differ in quality. 
And this, of course, is true. 

(3) The most damning criticism against the Ricardian Theory 
is that it is thoroughly hypothetical and unrealistic. The assumption 
of perfect competition, on which the theory stands, is unreal ; it does 
not exist in practical life. And it makes the theory unrealistic too. 

(4) Finally, it is said that no-rent land does not always e^st. 
If a country is very thickly populated, even the worst land might 
bring some rent. This is true to a certain extent. But if the market 
extends beyond the national boundary, no-rent land may exist in 
some other country supplying the same market. Even if we suppose 
for the sake of argument that no-rent land does' not exist anywhere 
in the world, no-rent dose must exist somewhere. And if so, it may 
be said to determine rent. 

The conclusion is that the purport and the principles underlying 
Ricardo’s theorization are quite correct on the assumption of perfect 
competition. The moment that assumption is taken away, his theory 
becomes inapplicable and it is the theory of contract rent which begins 
to apply. 

§ 5. RENT AND PRICE OF AGRICULTURAL PRODUCE 

The relation between rent and price has been a fond theme of 
economists. The question is often asked, whether the rent paid on 
land affects the price of agricultural produce or not ; so that if rent 
is increased or decreased, whether the price will behave similarly as 
a consequence or not. The answer was given by Ricardo long ago. 
He showed that rent does not determine price ; on the other hand, 
it is itself determined by price. 

Rent Does Not Determine price 

The fact that rent does not determine price becomes clear if we 
take into consideration two fundamental facts : (i) Firstly, the price 
of agricultural produce equals the expenses of production on the 
marginal land. If the price exceeds the expenses of production, even 
inferior land will be brought under plough and the existing marginal 
land will cease to be the marginal land. On the other hand, if the 
price is less than the expenses of production, the cultivation of this- 
land will become unprofitable and will, therefore, be given up. 
Thus it will, again, cease to be the marginal land. As such, the price 
agricultural produce Tuust be equal to the expenses of production on marginal 
land ; it can neither be more nor less, (z) Secondly, the marginal 
land (or marginal dose) does not yield any rent because' its produce 
is .only just sufficient to cover the expenses of production (excluding 
rent). Evidently rent does not enter into the expenses of production 
on marginal land. 
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(i) If the State, or a body of landlords, has a monopoly of land, 
it may charge rent even on the marginal land. If so, rent will 
constitute a component item in the marginal expenses of production 
and will affect price. In India, it is said, the State, which enjoys the 
monopoly of landownership, charges rent even on no-rent land ; 
therefore, rent enters into price of agricultural produce in India. 

( 2 ) Where cultivators have no other occupation except agricul- 
ture, competition amongst them becomes so keen as to make them 
pay rent even on the marginal land. Here again rent enters into 
price. This is the case in India. 

(5) When a land which is sup:r-marginal with reference to one 
crop, is devoted to another crop with reference to which it becomes 
marginal, the old rent continues to be paid. For instance, a plot of 
land may be super-marginal and productive of rent when devoted 
to wheat ; but if it is now devoted to the production of, say barley, 
it may become marginal and incapable of yielding any rent. Still 
the old rent will be charged. Here, then, rent will enter into margi- 
nal expenses of production and, therefore, in price. 

§ 6. FACTORS AFFECTING RENT 

We have seen that price determines rent. Consequently, all 
those factors which affect the price of agricultural commodities 
necessarily influence rent. Improved transport, agricultural improve- 
ments, increase in population and general advance in civilization, 
are the most important of them. 

Effect of Improved Transport 

Improvement in the means of transport affects agricultural 
prices and the rent of a particular land according to the nature of 
the tract with which it is now connected either for the first time or 
with greater facilities than before. 

(a) If the new tract, made accessible by the improved means 
of transport, effects comparatively high prices for agricultural 
produce, rent will tend to increase. For instance, the revolution in 
the means of transport during the i9th century enabled the American 
farmers to send wheat to England where it was sold at fairly high 
prices. In America the demand for land went up ; sub-marginal lands 
became marginal lands in quick succession ; and rents increased by 
leaps and bounds. 

(/>) If the new tract of land made accessible by improved means 
of transport, is a new source of supply of cheap agricultural com- 
modities, rent will tend to fall. For instance, when America began 
to supply wheat to England in the i9th century at cheap prices, 
much land in England went out of cultivation ; super-marginal lands 
became marginal, and then sub-marginal in quick succession ; and 
rents decreased. 
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Effect of Agricultural Improvements 

Improved methods of cultivation lead to the production of 
increased quantity of produce from the total land under cultivation. 
The demand for agricultural commodity remaining unaltered, their 
price will obviously shrink. The marginal land will go out of 
cultivation, it will become sub-marginal, and rents in general will fall. 
Rent arises as a result of the operation of the law of diminishing 
returns and, other things being equal, any factor retarding its opera- 
tion, as is the case with agricultural improvements, lowers the rents. 
If, however, the demand for agricultural produce goes up, consequent 
upon a fall in the price of agricultural commodities, the shrinkage 
in rent may eventually be restored. 

We cannot, in fact, be very definite about the effect of agricul- 
tural improvements on rent. Some economists hold the view that 
these improvements benefit poor land more than rich land ; the latter 
already yield fairly heavy crops so that there is little incentive to 
increase their produce further : while the low yield of the poor land 
constantly offers this incentive. As such, agricultural improvements 
generally increase the output of poor land and tend to level the 
productiveness of the soil of different grades. If this point of view 
is correct, rent will tend to fall. In fact, “the irregularity of the 
applications of improvement causes varying effects on rent, and all 
that we can do is to indicate broad tendencies.”^® 

Effect of Increase in Population 

An increase in population raises rent. Increased population 
means greater demand for agricultural produce, which can be satisfied 
by forcing down the extensive or intensive margin of cultivation ; 
in other words, by cultivating a hitherto sub-marginal land or by 
applying mote dose of labour and capital to the existing cultivated 
land. In any case, the surplus or differential advantage of super- 
marginal lands, will increase and rents will go up. Moreover, as 
population increases, land will be required for such non-agricultura! 
purposes as the construction of houses and factory-buildings, bazars 
and streets, etc. The rental value of land will rise due to this factor 
as well. 

Effect of an Advance in Civilization 

The consequences of an advance in civilization arc similar to 
those of an increase in population, namely, rent tends to rise because 
(i) the improved standard of living requires more expensive varieties 
of food and clothing, thus increasing the demand for agricultural 
land ; and (a) the demand for land for non-agricultutal purposes like 
parks, play-grounds, etc., also goes up. Rent rises as a consequence. 


10 Thomas, Elentnfs cf ’Eccnonhs, p. 256. 
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§ 7. RENT OF BUILDING SITES, MINES AND FISHERIES 
Rent of Building Sites 

The rent of building sites is determined on the same principles- 
on which the rent of agricultural land is determined. It may, how- 
ever, be noted that the rent of the agricultural land depends upon its 
fertility and location ; but in the case of building sites, location alone 
is important. In the case of buildings for residential purposes, 
situational advantage consists in the natural beauty, fashionableness,, 
healthfulness, and conveniences of the site in question. The good- 
ness of the site for buildings for business purposes depends upon 
its attractiveness, frequency and number of customers^passing before 
it, adjoining shops, etc. Thus the rent of building sites, whether 
for residential or business purposes, is always the si tua clonal rent> 

But this difference does not alter the principle by which rent 
is determined. At any particular time, there is in existence a no-rent 
waste land which is useless for building purposes. There are 
many other sites distinctly superior to it for building purposes. 
The differential situational advantage of super-marginal building site 
over the marginal one, is the measure of its economic rent. Rent 
of building sites is highest in the heart of the city and goes on 
diminishing as the distance from the centre increases. 

Rent of Mines and Quarries 

The total payment made for a mine in the shape of rent consists 
of two parts : (i) Payments made for the minerals removed which 
are not replaced, called Royalty, In agricultural land, it may be 
noted, no such payment is made for the fertility of the soil which, 
if properly used, is inexhaustible, (a) Rent Proper, which is paid for 
differential advantages in respect of ease of working and convenience 
of situation, called Mine Kent, 

Royalty has no semblance to agricultural rent ; it is, however, 
the mine rent which resembles it so closely inasmuch as the margin 
may be lowered extensively by the working of less convenient or in- 
ferior mines and intensively by the application of more resources in 
the superior mines. At any particular time there is a marginal 
or no-rent mine which is so difficult to be worked and so un- 
convcniently situated that it pays no mine rent. All other super- 
marginal mines pay rent equal to the differential advantage,'- 

11 Thomas, op, df,, p. 259. 

12 This it ^^a^sh 3 lPs view. It is difficult to agree with him that royalty is not 
analogous to agricultural rent. Fertility, unless replaced by certain methods, 
is definitely exhaustible. And, if so, the analogy between agricultural rent and 
gross rent of mine is complete. Tausig’s unwillingness to accept MarshfllTs view 
that even the poorest mine will yield some return to the owner of the mine for the 
minerals removed, seems to be just from the point of view of theory. 
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Rent of Fisheries 

It is maintained by many economists that V7ith proper care, 
fisheries yield a perpetual return, as happens in the case of agricultu- 
ral lands. As such, the analogy between agricultural land and 
fisheries is perfect and rent of fisheries is determined in the same 
way as that of agricultural land. No-rent fisheries yield no rent ; 
the differential advantage of a’ 1 the super-marginal fisheries measures 
the rent. 


§ 8. UNEARNED INCREMENT ■ 

The value of land increases if the landlord effects improve- 
ments in it. Sometimes, the value goes up due to the operation 
■of certain social factors and without any effort on the part of the 
landlord. For instance, if town grows up around a plot of land 
or if it is connected with the surrounding areas by efficient means 
of transport and communication, the value of land is bound to 
increase. Such increase ■ in value due to the operation of certain 
social factors and without any effort on the part of landlord is known 
as unearned increment. 

Unearned increment is not the fruit of the labour of the land- 
owner ; it is the consequence of certain social causes. As such, it 
should not be allowed to be enjoyed by the landlord but should be 
spent for the welfare of the society as a whole through the agency 
of the State. The government may take away this increment : 
(i) through taxation. An unearned increment in value may be lopped 
off by the Government by the imposition of a tax : or (a) through 
land nationalie^ation. The entire land may be nationalized, i, e., put 
in the ownership of the State so that any unearned increment appear- 
ing on the land might automatically benefit State finances. This 
opinion is held by many economists and is particularly advocated by 
•socialists of all shades of opinion. 

TEST QUESTIONS 

1. Explain the economic me.in!ns of rent and distinguish it from its popular 
meaning. Can rent arise vithnut a landlord and a tenant ? 

2. Explain cleariy the meaning of economic rent. How does it differ from 
contract tent ? 

3. Explain the determination of the contract rent. 

4. Explain the Ricardian Theory of Rent in its extensive and intensive forms 
^Examincthe criticism levelled against it. 

5. Does rent determine price ? Give reasons for your answer. Are there 
uiny exceptions ? 

6. What is the cficct on rent of improved transport, agricultural improvc- 
anent, int^rcase in population and advance in civilisation I 
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§ 7 . RENT OF building SITES, MINES AND FISHERIES 
Rent of Building Sites 

The lent of building sites is determined on the same principles- 
on which the rent of agricultural land is determined. It may, how- 
ever, be noted that the rent of the agricultural land depends upon its. 
fertility and location ; but in the case of building sites, location alone 
is important. In the case of buildings for residential purposes, 
situational advantage consists in the natural beauty, fashionableness;^ 
healthfulness, and conveniences of the site in question. The good- 
ness of the site for buildings for business purposes depends upon 
its attractiveness, frequency and number of customers^passing before 
it, adjoining shops, etc. Thus the rent of building sites, whether 
for residential or business purposes, is always the situaiional rent. 

But this difference does not alter the principle by which rent 
is determined. At any particular time, there is in existence a no-rent 
waste land which is useless for building purposes. There are 
many other sites distinctly superior to it for building purposes. 
The differential situational advantage of super-marginal building site 
over the marginal one, is the measure of its economic rent. Rent 
of building sites is highest in the heart of the city and goes on 
diminishing as the distance from the centre increases. 

Rent of Mines and Quarries 

The total payment made for a mine in the shape of rent consists 
of two parts : (i) Payments made for the minerals removed which 
are not replaced, called Koyaltj, In agricultural land, it may be 
noted, no such payment is made for the fertility of the soil which,, 
if properly used, is inexhaustible. (2) Rent Proper, which is paid for 
differential advantages in respect of ease of working and convenience 
of situation, called Mine Kent, 

Royalty has no semblance to agricultural rent ; it is, however, 
the mine rent which resembles it so closely inasmuch as the margin 
may be lowered by the working of less convenient or in- 

ferior mines and intensively by the application of more resources in 
the superior mines. At any particular time there is a marginal 
or no-rent mine which is so difficult to be worked and so un- 
convenicntly situated that it pays no mine rent. All other super- 
marginal mines pay rent equal to the differential advantage. 

11 Thomas, op, cH,, p. 259. 

12 This is Marshall’s view. It is difficult to agree with him that royalty is not 
analogous to agticuliural rent. Fertility, unless replaced by certain methods, 
is definitely exhaustible. And, if so, the analogy between agricultural tent and 
gross rent of mine is complete. Tausig’s unwillingness to accept Marshall’s view 
that even the poorest mine will yield some return to the owner of the mine for the 
minerals removed, seems to be just from the point of view of theory. 
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Rent of Fisheries 

Itismamtained by many economists that v^itb P5°P« ^ 
fisheries yield a perpetual return, as happens m the case of Jg^J^ultu- 
tal lands. As such, the analogy between agricultural land and 
fisheries is perfect and rent of fisheries is determined in the same 
wav as that of agricultural land. No-rent fisheries yield no rent , 
the differential advantage of a'.l the super-marginal fisheries measures 

the rent. 


§ 8. UNEARNED INCREMENT ' 

The value of land increases if the landlord effects improve- 
ments in it. Sometimes, the value goes up due to the operation 
of certain social factors and without any effort on the part of the 
landlord. For instance, if town grows up around a plot of land 
or if it is connected with the surrounding areas by efficient means 
of transport and communication, the value of land is bound to 
increase. Such increase • in value due to the operation of certain 
social factors and without any effort on the part of landlord is known 
as unearned increment. 

Unearned increment is not the fruit of the labour of the land- 
owner ; it is the consequence of certain social causes. As such, it 
should not be allowed to be enjoyed by the landlord but should be 
spent for the welfare of the society as a whole through the agency 
of the State. The government may take away this increment; 

(i) through taxation. An unearned increment in value may be lopped 
off by the Government by the imposition of a tax : or (z) through 
land nationalisation. The entire land may be nationalized, i. e., put 
in the ownership of the State so that any unearned increment appear- 
ing on the land might automatically benefit State finances. This 
opinion is held by many economists and is particularly advocated by 
■socialists of all shades of opinion. 

TEST QUESTIONS 

1. Explain the economic meaning of rent and distinguish it from its popular 

tBcaniag. Can rent arise without a landlord and a tenant ? ^ ^ 

2. Explain clearly the meaning of economic rent. How does it differ from 
-contract rent ? 

3. Explain the determination of the contract rent.- 

4. Explain the Ricardian Theory of Rent in its extensive and intensivf^ 

Examine the criticism levelled against it. ^ 

5. Docs rent determine price ? Give reasons for your answer. Are there 
^ny exceptions ? 

6. What is the effect on rent of improved transport, agricultural improve- 

wcitnt, inQrcasc in population and advance in civilisation ? fc' - 
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7. Show bow the rent of building sites, mines and fisheries is determined- 

8. Write short notes on unearned increment, marginal Ian i and contract 

rent. 


EXAMINATION QUESTIONS 


U. P., Inter. Arts 

1. Write a short note on Economic Rent. (1951, 50) 

2. Explain the Theory of Rent. With what qualifications is it applicable 
to India? (1947) 

3. "Rent is not a part of that cost which affects price.’* Elucidate this^ 
statement. (1947) 

4. How does rent arise in the case of agricultural lands ? Consider the 
effect of improvements in agricultural methods on rent. (1946) 

5. "Rent is high because price is high but price is not high because rent is^ 
high.” Explain this statement, (1945) 

6. What is meant by Rent, and how is it determined ? Point out the differ- 
ence between economic rent and contract rent, (1944) 

U. P., Int. Com. 

7. What is the difference between Economic Rent and Contract Rent ? How 
can the economic rent of a plot of agricultural land be determined ? (1948) 

8. Define Economic Rent. How will the improvements in agricultural me- 
thods influence the rent of agricultural land ? (1944,42) 

9. "Rent is high because prices are high but the prices are not high because 
the rent is high” Justify this statement. (1941) 

U. P., Int. Ag. 

10. What is Rent ? Differentiate between economic rent and contract rent. 
How is rent determined ? (1950) 

Raj., Int. Arts 

11. Define rent and explain how it is determined. (1949) 

12. Consider the effect on agricultural rental in a village of improvements of 
road communication, (1948) 

13. Describe the merits and note the drawbacks of Ryotwari System of 
land tenure. (1948) 

14. Would there be economic rent (a) if the tendency to diminishing returns 
did not exist, (b) if the owners themselves cultivated their lands and did not lease 
them to tenants (c) if the supply of better quality land were practically unlimited, 
(d) if the land revenue is abolished ? (1944) 

15- Write a note on permanent and temporary settlement. (1944, 1942) 

16. Show how economic rent is determined under intensive cultivation t 
Docs rent of agricultural land tend to equal economic rent in India ? (1943) 

17. Explain the causes of rent. Show how the rent is determined by the- 
following factors 

(a) Improved methods of cultivation. 

(b) Improved means of transport. (1942) ^ 
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Raj.; Int, Com. 

18. 'What do you understand by Economic Rent r What is the cause which 
gives rise to it ? (1947) 

19. Write a note oo Economic Rent. (1946) 

Patna, Int. Arts 

20. Define Economic Rent. How is it determiaed ? (1949 A; 1948 A, 1947S) 
Patna; Int, Com. 

21. Write a note on Marginal Land. (1949 S) 

22. What do you mean by Rent ? How is it determiaed ? (1949A; 1947S> 

23. Write a note on the Margin of cultivation (1948 A) 

Banaras;Int, Arts 

23A. State, explain and illustrate the Ricardian Theory of Rent. (1946) 
Banatas , Int. Com. 

24. Explain the Ricardian Theory of Rent, (1948) 

25. State, explain and illustrate the Ricardian Theory of Rent. (1946) 

Sagar, Int. Arts 

26. How is Economic Rent determined ? '^Rent docs not form part of 
the expenses of production.” Explain, (1949) 

27. Write ajnoic on Contract Rent and Economic Rent. (1949) 

28. What is cconomic^rcnt ? How is the economic rent of a country affected 
by any one of the following : — 

(a) Development of Transport facilities. 

(b) Increase in ^Population . 

(C/ Rise in the Standard of Living. (1949 Supp.) 

29. Define and explain Economic Rent. How is it determined under Inten- 
sive Cultivation ? (194S) 

Sagar, Int. Com. 

30. Write a note on Marginal Land. (1950) 

31. Write a note on Economic Rent. (1949 Supp.) 

32. Define Economic Rent. How is it determined ? Draw diagrams. (1949) 
Nagpur, Inter. Arts 

33. Explain by means of an example how economic rent under extensive- 
cultivation is determined ? (1949) 

34. Explain bow economic tent arises in intensive cultivation of land ? Point 
out the characteristic features of economic rent, (1948) 

35. What is economic rent and bow docs it differ from rent in ordinary 
sense ? What is rack-renting ? Under what conditions is it possible ? (1947) 

Nagpur., Inter. Com. 

36. Does rent depend upon the productivity of land ? How far is it justifi- 
able to claim one-half of the agricultural produce as rent ? (1948) 

37. What is economic remand how docs it differ from rent in the ordinary 
sense ? What is rack-renting ? Under what conditions is it possible. (1947) 

38. Write a short note on Economic Rent, (1946) 
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Bombay, Inter, Com. 

39. Explain the Ricardian conception of rent and discuss how far it is appli- 
cable to the earnings of factors of production other than land. (1948) 

Poona, Inter. Arts 

40. Explain the nature of economic rent. How is it determined ? (1949) 
Poona, Inter. Com. 

41. Define Economic Rent. How docs it arise ? Docs it form a constituent 
part of price ? (1949) 

Andhra, Int. Arts 

42. Explain the Ricardian Theory of Rent and examine the relation between 
tent and price. (1950) 

43. ^'Rent is an unearned increment and hence the state can appropriate it.” 
Comment. (1944) 

Travancorc, Int. 

44. Explain the theory of economic rent. What factors enter into determina- 
tion of rent in India ? (1943) 

Delhi, Higher Secondary 

45. Explain the origin and nature of rent, showing its connection with the 
operation of diminishing returns. (1951) 

46. State and criticise the Ricardian Theory of Rent. (1950) 

47. What is economic rent ? How is it determined in the ease of agricultural 
land? (1948) 



CHAPTER 6 1 

RENT IN INDIA 

’While the majotiiy of the Indian cultivators may indeed find it necessary 
to adhere to the native ptinc'ples of continuous tenancy, a Government such as 
■ours in India,, should offer every facility for changing the tenure to freehold, 
both because it' can be done without loss of revenue and when done and in the 
process of doing, that change would enlist the willing help of the most numcr- 
■ous and most industrious classes in improving the yield of the land and unite 
their interest with that of the rulets through whom their possession would be 
■assured.— Jamts Caird. 

§ I. APPLICABIEITr OF THE RECARDIAN THEORY TO INDIA 

The applicability of the Ricardian Theory of Rent to India 
is sometimes questioned. Indeed, there is a class of Indian 
economists who appear to believe that the Ricardian Theory does 
not apply to India. The rent paid by the tenants to their land- 
lords, they say, is not equal to the economic rent as envisaged by 
Ricardo in his theory : more often than not, it exceeds economic 
rent because of severe competition amongst cultivators and absence 
of alternative occupations. Therefore they conclude that his theory 
is not applicable to India. 

This reasoning is ill-conceived and fallacious ab intiio, Ricardo 
simply said that the economic rent of a particular land is equal to 
the excess of its yield over that of the marginal land ; and that, 
under free competition, it will go to the landlords. Now in India 
there must be some no-rent land. Other super-marginal lands under 
plough must be yielding heavier produce than the marginal land. 
Well then, this excess of produce is the economic rent of the super- 
marginal land. How is the Ricardian Theory inapplicable to 
Indian conditions ? Were free competition to prevail, which is not 
actually the case, this excess must go to the landlord^. If the 
actual or contract rent exceeds economic rent in India, it is due 
to the fact that free competition docs not exist. But such a case 
falls outside the scope of the Ricardian Theory, as it runs contrary 
to its assumption. The assumption is to theory what foundation is 
t o a building ; if the base of either is removed, vicious results arc 
liable to follow. 

§ 2. DETERMINATION OF CONTRACT RENT IN INDIA 

Contract rent is, of course, determined in India by demand and 

lAs a matter of fact, R'cardo’s Theory is a universal truth and applies to all 
the countries of the world with equal force. 

39 
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supply. In the intctacdoa of these forces^ custom^ competition^ legisla'- 
tion and absence of alternative occupations play prominent parts. 

In olden days land was abundant in our country and rents were 
fairly low. Those were the days of common brotherhood and 
fellow-feeling ; and the bonds of unity were strengthened by the 
common danger of robbers and thieves. The relationship between 
landlords and tenants was marked with extreme cordiality, and was 
crystallised in wholesome customs handed down from one generation 
to the other. 

With the advent of the British Rule in India, peace was restored 
in the country. Economic development went on at a rapid pace. 
Demand for land increased and landlords b;gaa to increase rents 
beyond the customary limit. In other words, competition began to 
assert itself. The import of individualism along with other western 
ideals accentuated competition and partially broke down the tradi- 
tional customs. 

The British Rule in India also wrote the death sentence of out 
handicrafts of diverse types. Having thus lost alternative occupations^ 
cultivators began to depend entirely on agriculture. Competition 
amongst agriculturists increased all the more. They began to pay 
more than economic rent since they preferred the pursuit of agri- 
culture and semi-starvation to its renunciation and complete star- 
vation. 

This sort of rack-renting gravely injured the already delicate 
economic position of the cultivators. Besides, it checked agricultural 
improvements ; when agriculturists found that an increase in the 
yield of land as a result of agricultural improvements was unjustly 
snatched away by landlords, they stopped to spend money, time and 
energy on the betterment of land and methods of cultivation. To 
remedy this state of affairs. Government came forward with tenancy 
hgislation which aimed at guaranteeing fixity of tenure and fairness 
of rentuo tenants. 

At the present moment, custom, competition, absence of 
alieinativc occupations and tenancy legislation, exert inBuence in the 
determination oi the contract rent. Customs arc still alive ; com- 
petition is in the embryo; while alternative occupations arc still 
lacking ; hence tenancy legislation is not wholly effective. 

§ 5. LAND TENURES IN INDIA 

Land Tenures 

Three parties are usually connected with land : the State which 
is the supreme landlord, the ultimate owner of all land; landlords 
have acquired certain spedfic rights in land and who hold land on 
certain agreed terms from the State; and the actual cultivators who dil 
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the soil and take it from the landlords.® The term “land tenure,” 
■which is derived from a Latin word meaning “to hold,” is 

used to refer to the terms and conditions on which land is held from 
the Government. Broadly conceived, land tenure refers to the rules 
and regulations under which one party holds land from the other. 
In the latter sense, it is divisible into (a) proprietary tenures, i. e., the 
terms and conditions on which landlord holds land from the State, 
and (b) culihaiing tenures, i. e., terms and conditions on which land 
is held by cultivators from landlords.® 

The Ideal Land Tenure 

The characteristics of an ideal tenure are two : (i) Fair Rents. 
Rents should be fair. If tents are unfair, cultivators will be exploited 
and agricultural improvements hindered, (z) Fixity of Tenure. The 
cultivator must be sure that the period of bis stay on land will be 
fairly long. Otherwise he will not effect permanent improvements on 
it lest he is ejected before he could enjoy the fruits of bis invest- 
ment. Not only this : he might even use the land with undue 
tyranny so as to take the most out of it during his stay, thus 
exhausting its fertility within a short time. Our land tenure has 
long fallen short of this ideal. Recently the State has tried to remedy 
this defect through Tenancy Legislation. 

Land Tenuresjin India 

We shall now discuss land tenures in our country. We shall 
confine our attention to proprietary land tenures only and not to 
cultivating land tenures which are too wieldy to be interesting or 
•useful to the beginner. The following ate the important kinds of 
proprietary land tenures in India : 

(i) The Zamindari Tenure. Under this tenure one landlord is 
made responsible for the payment of the land revenue on the w'hole 
estate. The settlement may be fixed once for all, when it is known 
as Permanent Settlement', for instance, in Bengal, Bihar, northern 
districts of Madras and Banaras division of the U. P., the settle- 
ment is permanent and the land revenue payable by the landlord 
to the State has been fixed once for all. In the alternative, the 
settlement may be only temporary, subject to revision after a 
fixed period, when it is called Temporary Settlement. Settlements arc 
temporary in such zamindari estates in Bengal which arc not under 
permanent settlement. Settlement with the taluqdais of Oudh is 
also temporary. 

(z) The Mahalwari or Joint Village Tenure. According to this 
system, the Government enters into contract with the co-sharers of 

2 Sometimes cultivators take land directly from the State as under the Rr 

•wari system in India. - 

3 Or from the State as in Ryotvrari tracts. 
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an estate, who become jointly and severally liable for the land 
revenue. As a matter of fact, the agreement is entered into with the 
Lambardar or Malguzar who is the representative of the villagers 
and who becomes directly responsible for the p yment. This system 
is prevalent mostly in Northern India. The settlements under this 
system arc temporary. 

(5) Th Tenure. Under this system the cultivator takes 

rent directly from the State and pays land revenue straight to the 
State coffers. No landlord, or middleman, between a cultivator and 
the State is recognised. This system is mostly prevalent in Southern 
India, particularly in Bombay, Madras and M. P. It does not exist 
in the Uttar Pradesh. 

Settlements 

By settlement of land revenue we mean the determination of the 
amount of land revenue and the person or persons liable to pay it 
and the recording of all the private rights and interest in the land. 
Settlements can be divided according to their duration. Where the 
land revenue is fixed in perpetuity it is called Permanent Settlement : 
and where it is fixed temporarily, it is called Temporary Settlement. 
In India most of the tracts under zamindari system in Bengal, Bihar, 
north Madras and Banaras Division arc permanently settled. In the 
rest of India, a temporary settlement is in force. 

Permanent settlement was introduced by Lord Cornwallis in 
j795, when difficulties in the collection of land revenue were enor- 
mous and the permanent nature of the settlement was a great conve- 
nience. But it was soon discovered that zamindars extracted as much 
as they could from the cultivators, but paid only a fixed fraction of 
their booty to the State. In this way, it inflicted a loss of revenue on 
the Statc^ and unduly exploited agriculturists. Therefore, it was not 
extended to other parts of the country. 

5 4. LAND TENURES IN THE UTTAR PRADESH 

We shall now study the land tenures in the U. P. 

Proprietary Tenures 

Of the three types of proprietary land tenures discussed above, 
the Zamindari and Mahalwari or joint village tenures arc found in 
the Uttar Pradesh. 

^.According to the Brngil Land Revenue Commission, 1940, "the annual loss 
in this genefation resulting from the enactment of the Permanent Settlement may 
\k cstiraiicd at anything between 2 crores and 8 cforcs’*. (Sec Chapter 45) 

For a thorough and uptodate discussion of the introduction, financial, 
admintitntive, social and economic results, and the suggested improvements in the 
Permanent Settlement, see LtrJ Kner^us Cornmiisio*t Kiport, 
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The -Zamintlari Tetutre-. The Zamjndaii tenure in the U, P. exists 
in two shapes : (i) the Permanent Settlement with the zamindars of 
the Banaras Division and ( 2 ) Temporary Settlements with the Taluq- 
dars of Oudh. The Banaras Division is the only tract in the U. P 
having permanent settlement. In i78 5, the Britishers were keen on. 
■extending the Bengal model of Permanent Settlement and were not 
familiar with the peculiar system of joint tenure of land in force in 
the Banaras Division at that time. Therefore, they dealt with one of 
the chief co-sharers or some other prominent person on a permanent 
settlement basis. 

In Oadh, Goverment enters into agreement with the taluqdars 
or chiefs for the payment of land revenue on a temporary basis. 
The Government takes from the taluqdars the sums collected as rent 
revenue after deducting the cost of collection and a certain sum for 
the maintenance of taluqdars according to the pleasure of the 
Government. The setclcment takes place for a period of thirty 
j-ears. The taluqdar differs from the landlord under permanent 
settlement inasmuch as the settlement with him is only temporary 
and he has no absolute right over his estate. 

Mahaln'ari or Joint Village Tenure. Almost the entire province 
of Agra is under Mahalwari or joint village tenure. The Govern- 
ment enters into an agreement with the co-sharers of an estate or 
village, by which the latter may become liable, jointly and severally, 
for the payment of land revenue. Usually the lambardar or v:nlgu-::^ar 
enters into the agreement on behalf of the villagers. The settle- 
ment is revised after 20 or 3o years. 

Cultivating Tenures 

After having discussed the terms and conditions on which the 
middlemen hold lands from the Government, we now come s to the 
description of the terms and conditions on which actual cultivators 
hold land from the middlemen. 

The U. P. Tenancy Act, i959, recognises the following classes 
of tenants : (/) Permanent Tenure-holders ; (//) Fixed-rate Tenants ; 
(//>■) Tenants Holding on Special Terms in Oudh ; (;V) Ex-proprietary 
Tenants ; (r) Occupancy Tenants ; (.»7) Hereditary Tenants ,* and 
(?v7) Non-occupancy Tenants. 

(7) ’Per/.aaKent Tenure-Holder r. Permanent tenure-holders arc 
the tenants (/) who have permanent transferable interest in the land, 
(/.') in a permanently settled district, (Jit) under a non-tetrainablc 
lease, (//') from the time of permanent settlement, (r) on the same rate 
of rent, and (r/) arc intermediaries betwcen_]andiord and the actual 
occupant of the soil. Their rights are heritable and transferable ; 
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they can sell oc mortgage their property. The amount of land revenue 
payable by them is fixed once for all. Such tenants are mostly found 
in the districts of Banaras, Ballia, Gorakhpur and Azamgarh which 
are permanently settled districts.^ 

(a) Fs>:ed-Rafe Ftnants. Fixed-rate tenants are those who hold 
land (a) in a district which is permanently settled and (i) from the 
time of permanent settlement and (c) at the same rate of rent. Their 
rights arc heritable and transferable and the rate of rent to be paid 
by them is fixed for ever. It will thus be seen that fixed-rate tenants 
have great resemblance with permanent tenure-holders. But the 
distinction between the two should be noted. A fixed-rate tenant is 
not a person who is intermediate between the landlord and the actual 
cultivator, but is the actual occupant himself. A permanent tenure- 
holder has a permanent transferable interest in the land and his land 
mast not be a terminable one ; these conditions do not apply to a 
fixed-rate tenant. The right of fixed-rate tenant is heritable and 
transferable and his rent can be enhanced only by the area so far as 
it is increased by alluvial (action or remitted if it is diminished by 
diluvian action. 

(3) Ex^Propru/arj Tenants. The term *ex-pfOprietor^ signifies 
that the present tenant was once the proprietor and his status is now 
changed, from a proprietor to that of a tenant because he had trans- 
ferred the whole or part of his niahal. He becomes, on such transfer, 
an cx-proprietary tenant of his s'r and such portion of his khudkasht 
as has been in his cultivation for over three years. Ex-proprietary 
tenants pay rent at a reduced rate. Their ^creation is based on the 
principle that a person who was once a proprietor in affluent 
circumstances, should not in bad days become a destitute. 

The above three types of tenants enjoy enviable privileges and 
rights. In the first two cases, the rent is fixed for ever and though 
the economic rent has mounted up, their commitment has remained 
unaltered. In the latter case, the concession of reduced rent, which 
comes to a 5 per cent of the usual and actual rent, is also considerable. 

(4) Tenants Holdings on Special Ter/e/s in Oudk. Tenants who 
hold under special agreement or judicial decision of a date prior to the 
passing of the Oudh Rent Act, xB86, arc tenants holding on special 
terms. They have all the rights and arc subject to the same liabilities 
as are conferred and imposed upon occupancy tenants in Oudh. 

(5) Occupancy Tenants. Cultivators who cultivate the same 
plot of land continuously for a period of twelve years acquire fixity 
of tenure in that land. They arc known as occupancy tenants and 

5 For a fuUrt dtic’juton fcc Rjt Dahtdar Hzzi Krishna Prasad. T^f U'iiteJ 
Vr}viF;r:Tfrsr.:y (Kiub MahiU, 1940). 
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camot be ejected fiom tbe land. Theic tight is heritable but not 
transferable. Theic rents cannot be increased unless it be by mutual 
consent or by the order of the court. The enhancement cannot 
exceed one anna in the rupee and can be made only once in ten 
years. 

(6) Hereditary Tenants. The class of hereditary tenants is a 
creation of the i939 Act and replaces the old statutory tenants.® 
Hereditary tenants have been classified under three heads : («x) all 
persons who were tenants in the U. P. on January «, i94o, 
otherwise than as tenants of any of the above five classes ; {b) all 
persons who after the commencement of this Act are admitted 
as tenants otherwise than as tenants of sir or as sub-tenants ; (<r) all 
those persons who acquire hereditary rights by virtue of the provi- 
sions of the new Act, Hereditary tenants arc distinguished from 
occupancy tenants because the rent-rates applicable to them are at 
a different level from rent-rates applicable to old occupancy tenants. 
The bulk of this class are those who were statutory tenants or 
heirs of statutory tenants. 

(7) Non-Occupancy Tenants. All the other tenants who do not 
fall in any of the classes mentioned above ate called non-occupancy 
tenants. 

Tenancy Legislation 

That tenants form the back-bone of the economic prosperity 
of this country, is the foundation-stone of tenancy legislation of this 
country. As early as i789 Sit John Simon had written; “The rent 
of the land through whatever channel it passes into the public treasury 
is paid originally by the ryots or immediate cultivators of the soil. 
Theic situation, not only on this score, but as being most hopeless 
and exposed to oppression, ought naturally to attract the attention 
and engage the interest of the ruling power.” As such, attempts 
have from time to time been made to regularise the relations between 
landlords and tenants. The object of tenancy legislation has been 
a dual one, namely, fairness of rent and security of tenure. 

The need for tenancy legislation was, in fact, felt in the 
U. P. in the last quarter of the t6th century when the Agra B.cnt 
Act, 1 88 1 and the Oudh Rent Act, 1 886 ^ were passed for Agra 
and Oudh respectively. The Agra Rent Act, t88i, was amended 
tn iS86, to be replaced by the Tenancy Act of i9oi and later by the 


6 The Agra Tcnancf Act, 1927, had created statutory tenants. According to 
that Act, all the cuittcators vho had cultivated a piece of land for one full year 
could not be ejected from the land so long as they lived provided they paid the 
tent regularly. The rent could not be Increased within a specified period and 
without sufficient ground. Their successors inherited the right of cultivating the 
land fot'fiyc years after thcir.dcath. 
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Agra Tenancy Act i926. The Oudh Rent Act was also subjected to 
occasional amendments from time to time till the noteworthy amend- 
ments in 1 92 1 necessitated entire reshuffling of the Act. The two 
sister Acts continued till the Congress assumed the reins of the 
Government and amalgamated them into the United Provinces 
Tenancy Act of i939, thus uniting Agra and Oudh for the first time 
from the legislative point of view. 

The chief provisions of the i939 Act, which intended to give 
relief to the tenant, are the following ; (i)Thc conversion of most of 
the tenants into hereditary tenants with the title vested in them to the 
trees standing on the holding ; ( 2 ) the enforcement of very strict 
discipline on the landholders in the matter of collection of rent 
from the tenants throwing the burden, almost in every ease, in 
which the fact of payment of the amount paid is contested, on the 
landlords : (3) the provision for punishment of landlords in the 
event of non-compliance with the provisions of the Act intended 
to safeguard the interest of tenants ; (4) the total abolition of 
execution of decree foe arrears of rent against the person of the 
tenant, by his arrest or detention; (5) the wiping off of all 
arrears of rent due on the date of ejectment of a tenant ; (6) the 
abolition of remedy by distraint ; (7) the reinstatement of an ejected 
tenant.’ 


§ 3. THE ABOLITION OF THE ZAMINDARI SYSTEM 

From the above survey of the land tenure system in India, it 
should be clear to the reader that the land which cultivators cultivate 
does not belong to them. It is owned by the Government. 
Cultivators have to hire their fields for carrying on cultivation in 
return of a rent. Sometimes the Government gives land directly 
to cultivators as under Mahalwari or Ryotwari Systems, which is a 
very good system : since the Government is always interested in 
the welfare of her people, it will see that interests of cultivators are 
duly protected. But under the Zamindari System, the Government 
gives land to a zamindar ; and the Zamindar gives land to culrivators. 
The Zamindar collects rent from cultivators ; and of the total rent 
thus collected, he has to pay about 5o% to the Government, Under 
the Zamindari System, the interests of cultivators are not protected. 
As a matter of fact, the Zamindar abuses his position in the village 
to exploit cultivators who are generally poor and ignorant. Such an 
exploitation is not only a great hardship to poor cultivators ; but it 
also impedes the progress of agriculture in India. Efforts were made 
-by the Government to improve the lot of cultivators in Zamindari 
areas by passing tenancy legislation ; but these efforts failed. As 


7 Mittal, Lecture j on Tenancy 
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such it is felt that unless the -Zamindari System is abolished, neither 
our cultivators caa iDecome men of some means nor can Indian agri- 
culture develop and flourish. 

Defecfs of Zamindari System, (i) The Zamindar charges verf 
high tent from cultivators but gives to the Government even less- 
than Jo% of his collections. He thus exploits both, the people and 
the Government, (ii) Many xamindats do not keep proper accounts 
and even collect rent froth the same cultivator more than once during 
the same period.' (iii) The Zamindar in many cases reserves several 
rights for himself ; aad sometimes the cultivator is reduced to the 
status of a slave. For instance, in some places the cultivator cannot 
even marry his son and daughter without the permission of Zamindar 
and without paying a tax to him. (iv) The Zamindar is always keen 
to object an existing tenant so that he can give his land to some 
other tenant and charge a nice lump sum from him as (v) 

Under these circumstances the cultivator has hardly any incentive 
for improving the quality of land or for improving the produce 
from land. He is afraid that if he produces more, the Zamindar 
might take away most of the fruits of his labour. 


Zamndari Abolition. Because of such evils of the Zamindari 
System, the Indian National Congress favoured its abolition. After 
India became free and Congress formed Ministries in the States and 
at the Centre, steps were taken in seven states to abolish this system. 
These states ate U. P., Madras, Maduya Pradesh, Bihar, West Bengal, 
Orissa and Assam. Under the various schemes prepared in these 
states, the Zamindar will lose his status as an intermediary for collect- 
ing land revenue ; and will in return get some compensation. The 
average amount of compensation is the lowest in Madras, only Rs. 9 
pet acre ; whereas it is highest in Bihar, Rs. 38 pet acre. In U. P., 
It comes to Rs. zl pet acre. It is hoped that the abolition of the 
Zamindari System will give some relief and a new outlook of hope 
and progress to cultivators. 


Zamindari Abolition in U. P. 

^ In U. P., two Acts have been passed in connexion with the 
abolition of the Zamindari system. They are the Zamindhti 
Abolition and Land Reforms-' Act of i95o and the Agricultural 
Tenants (Acquisition of Privileges) Act, i949. The object of the 
latter is to abolish the ^ zamindari system ; and of the former to 
collect voluntary contributions from tenants to the Zamindari 

toZammdars. Culuvators were given the right to make voluntary 
conttibuuons to the Z. A. F. equal to ten times their annual tent! 
By making such contributions, tenants became bhwiMars. Bhumi- 
dhars are entitled to transferable rights in their holdings and pay as 
land revenue only 5o% of their existing rent. Tbose%enantrwho 
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have not made such a contribution to Z.A.F., arc called sirdars. They 
have a permanent and heritable interest in their holdings but they 
cannot use them for any purpose other than agriculture, horticulture 
or animal husbandry. There will be now new settlement for the 
next 4o years. In future settlements, the revenue payable by a 
bhumidhar would not exceed one-half of that payable by a sirdar. 
The total area cnvolvcd in U. P. is 525 lakh acres ; and the total 
amount of compensation to be paid to Zamindars comes to Rs. i4o 
crorcs. Ten times the rental demand would amount to Rs. i74 
crorcs. Even if 4/5ths of tenants contribute to Z. A. F., the total 
compensation would be paid off from this Fund. 

TEST QUESTIONS 

1. Is RicarJian Theory of tent applicable to India? Is the difference be- 
tween contract tent and economic rent in India of any bearing on this appHcability ? 

2. What arc the factors which enter into the determination of contract rent 
in this country ? 

3. Write an essay on the Land Tenures and Settlements in India. 

4. Explain the proprietary tenures in existence in U. P. 

5. Whit arc the classes of tenants to be found in U P., according to the 
U. P. Tenancy Act, 1939 ? 

6. What arc the objects of tenancy legislation 7 Give the history of tenancy 
legislation in the U, P, and lay down the main provisions of the 1939 Act. 

EXAMINATION QUESTIONS 

U. P., Int. Arts 

1. Mention the conditions for an ideal systam of land tenure. 

How fat docs the existing system of tenancy or the future system of Bhumt- 
<lhari, secure those ideal condltious ? (1950) 

2. Wiite a short note on Zamiodari System. (1949) 

3. What do you understand by Land-Tenure 7 Mention the salient features 
of the existing system of land tenure in U. P. ( 1948) 

4. What steps have been taken by the U. P. Government to safeguard the 
interests of tenants within recent times. ( 1942) 

Haj., Int. Arts 

5. What are the chief defects of Zamindafi System 7 What miasurcs have 
been suggested to remove them 7 Discuss fully. (1949) 

6. Describe the merits and demerits of the ryotwari system of land tenure. 
(1948) 

7. Discuss the demerits and merits of permanent settlement of land revenue ' 
in India. (1941) 

Punjab, Inter. 

8. Describe the methods of land revenue assessment in different parts of 
India. (1948) 

Delhi, Higher Secondary 

9. State how the abolition of the zamindad is likely to affect Indian agri- 
culture. (1950) 
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WAGES 

It is not to be understood that the natural price of labour estimated in food 
and necessaries is absolutely fixed and constant... ,.,It essentially depends on the 
habits and customs of the people. — Ricardo. 

§ I. INTRODUCTION 

Meaning of Wages 

A wage is a price ; it is the paid price by the employer to the 
worker for the labour performed by him (/. e., the worker). It 
may, as such, be defined as the price paid by an entrepreneur to the 
labourers employed for productive purposes. It may also be defined 
the share of the national dividend which accrues to labour (in the 
broad' sense of the term, including all kinds of workers whether 
they receive salaries, pays, or wages ; whether they are paid annu- 
ally, monthly, weekly or daily ; whether they ate skilled or un- 
skilled ; whether their work is manual on mental).’^ 

Two Doubtful Cases 

There are two doubtful categories of labourers whose re- 
muneration is called wages by some and excluded from this class 
of income by others. The first is the case of those entrepreneurs 
who take part in superintendence and management of an under- 
taking. In so far as they themselves superintend and manage the 
business, they work as organisers and ate entitled to a salary. For 
it they do not themselves do this work, they will have to employ 
an organiser and pay him a reward. Therefore, any payment made 
to them directly or indirectly, is obviously of the nature of wages. 
The second class is constituted by independent workers like tea- 
chers, doctors and lawyers. They undergo some physical or mental 
-exertion and receive a reward for their labour, usually called fee. 
Some economists are of the opinion that this remuneration should 
be put under wages. But others do not agree with this opinion 
because the services tendered by these persons arc sold to con- 
sumers directly, and not to producers as is the case with labour ; 
hence their reward is usually classed by them under profits and 

ILabour is a wealth creating effort. — J. B. Clark. {Ejsmtials of Economic 
Theorj, p. 9), Any human exertion directed primarily toward the creation of 
utility, is labour. Although the work of a child at school may create "productive 
power”, the immediate end not being production, it is not economic labour. "The 
temuneration of labour,” (Seligman Principles, of Economics , p. 411), "the earnings 
assigned to men for their work”'(Seager, InSro'difclion to Economics, p. 222), in other 
words, the lecompcnse of human exertion in the production of utility, is wages — F. 
H. Sttcightoff, The Distribution of Intomis in tkt United States. 
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falls outside the scope of wages. But this distinction is rathcc 
superficial. Their reward should also be treated as wages. 

Wage, Pay and Salary 

The remuneration given to labourers is known by different 
names according to their status and the time of its payment. The 
remuneration paid daily, weekly or fortnightly is called ; that 
paid monthly is known as pay ; while that paid yearly is called^ 
salary? There is no technical difference in the nature of wages, 

pays and salaries, all being the earnings of labourers. But from 

the point of view of social status and prestige of labourers, this 
distinction is very important. Wages arc usually given to ordinary, 
unskilled labourers who live from hand to mouth and who be- 
long to the lower status of society. Pay is given to middle class 
persons like teachers, clerks, organizers and ordinary officials who 

hold a higher social status than the wage earners. Salaries are 

given to high Government dignitaries and well-paid organizers who 
constitute rich section of the society. Wages arc less than 
pays and pays are less than salaries. The differences in these incomes 
are wide in the present-day capitalistic cconom)". These inequalities 
have given rise to much hard thinking and a movement, aiming 
at levelling up incomes as much as possible, has been started under 
the name of Socialism.^ 

The Problem of Wages 

Of all the branches of Economics, Distribution is the most 
difficult and the most important section ; and of all the prob- 
lems of Distribution, the problem of wages is the most diffi- 
cult and the most important problem. It is the most difficult 
because labour being inseparable from labourer, the human element 
enters into consideration more definitely at this stage than in any 
other phase our enquiry ; and the interference of non-economic ele- 
ments with the operation of the economic ones has always to be 
faced with. It is the most important problem of our investigation 
because it concerns the class of society which has the greatest " 

2 See Ben ham, 'Economics ^ page 17 / Batson, 'Practical Economics, page 48. In 
this context the tetm mage has been used in the narrow sense. In the broad sense, 
in which it is generally used, it includes all the three types of remuneration men- 
tioned here. 

SThs question of inequality of incomes is very important and may be studied 
fiom a number of elementary books like Clay, Economics for the General Eeader, 
Batson, Practical Economics, etc. The following is an explanation of the inequality 
of wages. Wages depend on productivity, and productivity depends on ability^ 
training and equipment in the widest sense. Ability varies; training is too expensive 
for the poorest workers, so that the difference between skilled and unskilled wages 
is not wiped out by a flow of labour from unskilled to skilled occupations/ and 
the comparative efficiency of equipment as between industries is,5cpnstantly varying; 
while mobility between industries and places is, checked by ignorance, inertia and 
the fear of losing the advantages of specialized skill — Scott, The Approach to 
Economics, pp. 125—130. 
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numerical strength and which, generally speaking, is most dissatis- 
fied with the present-day economic organization of society. 

§ Z. DETERMINATION OF WAGES 

Wage, we have said, is the price of labour. We have now to 
<iiscuss how the price of labour is determined. The price of an 
■ordinary commodity is determined by of demand and supply. If 
labour be regarded as a commodity, the same theory of value 
will apply to wages as well. But labour differs from an ordinary 
■commodity in several respects which necessitate modifications in the 
general theory of value when applied to wages. 

Peculiarities of Labour 

The following are the peculiarities of labour as a factor of 
■production. 

(i) The Warker Sells his Work^ but Retains Property in Himself. 
The first peculiarity of labour is that labourers are not bought and 
sold as machinery and other material agents of production. The 
worker sells his work or labour power for a definite number of hours 
for'' an agreed wage, but he docs not sell himself. There was a 
time when a worker could even sell himself. The purchased worker 
was called a slace. But slavery has now been abolished from every 
country of the world. In this respect, labour differs from land or 
capita] ; for both land and capital can be bought but labourer him- 
self cannot be bought — only his labour power can be purchased.'* 

4 This fact stands in tbe \ray of education and training of workers. Money 
can be spent on their education either by themselves or by employers They 
tbcmscivcs cannot afford to do so on account of their poverty except in isolated 
cases. Their inability to look sufficiently ahead and ^ to ^alisc the importance of 
sacnficiog the present pleasure for the welfare of their children* is another obstacle. 
'Tbc employer docs not also like to spend money on the education of workers be- 
cause by so doing he cannot own workers — workers after education would be ihcic 
own masters and would be free to work for any employer. As against this^ if an 
employer spends money on buildings, machinery, etc., he can reap full benefit of 
•such an cxpcndjtucc as these things arc his pioperty. As Marshall aptly observes : 
Those who bear the expense of rearings and educating the worker receive but 
very little of the price that is paid for his services in latter years. As such the invest- 
ment of capital m the rearing and early training of the workets ia limited by the 
resources of patents, by their power of forecasting the future and by their walling- 
pcss to sacrifice themselves for the sake of their children. The evil is of little 
importance la the higher industrial gtadcs. For in those grades, most people 
43istioctly realize the future ; they exert themselves much to select the best careers 
for their sons ; and they arc able and willing to incut a considerable expense for 
the purpose. But in the lower ranks of society the evil is, indeed, great. For the 
slender means and education of the parents and the comparative weakness of their 
power of distinctly icalizing the future disable them from investing much capital in 
the education and training of their children. Unfortunately this evil is cumulative. 
The worse fed arc the children of one generation, the less will they earn when they 
grow up, and the less will be their power of providing adequately for the material 
wants of their children, while, the less fully their own facuUties ate developed, 
the less wiH they realise the importance of developing best faculties of tbeit 
children. — ^^a^sha^, Prinriplcf of iv, 2* 
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{z) hahour Cannot be Separated from the 'Labourer, The labourer 
has, therefore, to present himself at the place where labour is required. 
This is not the case with other factor of production. Land can be 
separated from the landlord ; capital, from the capitalist. Landlords 
and capitalists can remain in their homes, but their land and capital 
can be used thousands of miles away. But labourer must go where 
labour is to be supplied. Due to the inseparability of labourers 
from labour, various personal factors affecting the former affect the 
supply of labour ; and have to be considered when discussing wages 
— a fact which makes the problem of wages a hard nut to crack. 
For instance, labour is not so mobile as say capital, because its 
mobility depends upon the mobility of the labourer, which is hinder- 
ed by a long list of personal considerations like love of home 
attachment to associa’^es, etc. These personal obstacles are, of course, 
absent in the case of other factors of production, 

(3) Labour Po%ver is Very ’Perishable, If a merchant does not 
sell his commodity today, he hopes to be able to sell it tomorrow. 
But if a labourer does not work on any particular day, the labour 
power of that day perishes for ever and cannot be regained. Due to 
this fact, labourers prefer to sell their labour power at any price on 
any particular day rather than wait a'nd let it perish irrevocably. 
The consequence is that the bargaining capacity of labourers is weak- 
ened and wages are depressed, 

(4) The Supply of Labour Increases and Decreases Very Slosvly, 
If the demand for an ordinary commodity increases, its price rises 
and it begins to be produced in increasing quantity. This is not so 
with labour. If the demand for any particular type of labour 
increases, its supply can increase in the following two ways : (a^ 
Parents may train their children for that work. This will take consi “ 
detabie time and the supply will increase only slowly, (b) Labourers 
from other channels may be attracted towards this line by the offer of 
high wages. This latter alternative is not free from difficulties. The 
mobility of labour is a difficult process and cannot be relied upon 
as a quick measure. Moreover, the mobility might only shift the 
problem of the scarcity of labour from one grade or industry to 
another grade or industry. 

What is true of an increase in the supply of labour is also true 
of a decrease in its supply. Labour of any particular grade or 
industry can decrease through natural death of labourers, or its^ 
mobility to other grades or industry. The first one takes time and 

the second one is unreliable, besides being slow. 

We conclude, therefore, that the supply of labour adjusts itself 
to changes in demand only slowly, 

(5) The Bargaining Capacity of Labourers is Weaker than that o 
Employers, The rate of wages is determined by the baTrgain mad^ 
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between the employer and the labourer. Each is supposed to be 
perfectly free to consider his own economic interest, though as a. 
matter of fact neatly always in the course of the world’s history the 
master has had the advantage and the workman has been less free to 
strike bis bargain. This is due to a variety of reasons : (a) Labour 
power, as we have seen, is perishable. The labourer prefers to sell 
his labour power for any price whatsoever rather than to remain 
idle and lose it for ever, {b) Labourers are generally poor and have 
no resources to fall back upon, if they like to wait in the higgling 
and bargaining with the employers. They live from hand to mouth ; 
and in order to earn their bread for tomorrow, they must work 
today at any remuneration whatsoever. Employers know it thorough- 
ly well and make its unscrupulous use to their own advantage, (c) In 
the olden days if labourers could not get employment, they could 
themselves produce goods and sell them in the market. But most of 
these handicrafts have now decayed in the face of the competition 
of factory goods. The bargaining capacity of labourers has been consi- 
derably weakened, (d) Labourers lack organisation. Trade unions, 
such as they are, are little developed, include only skilled labourers 
and suffer from many defects and obstacles. Hence they do not 
always offer an effective resistance against the exploitation by employ- 
ers. (f) Sometimes wages are paid according to some old-established 
custom and are fairly low. Since custom does not easily change, 
wages do not easily increase. (/) Even if there are chances of getting 
high wages at some particular occupation, labourers do not get the 
information. Their ignorance is a great obstacle in the way of high 
wages, (g) Finally, a rapid rise of population is creating a class of 
the unemployed of increasing dimensions, which is a fruitful cause 
low wages. 

The Theory of Wages 

The modern theory of wages is substantially the same as theory 
of value, subject to certain reservations necessitated by the peculiar 
characteristics of labour discussed above. According to this theory, 
wages are determined by the inter-action of the forces of the demand 
for labour and its supply.^ 

Tfie Demand for habour. Labour is demanded by employers who 
use labourers in the'act of production. A labourer is engaged for 
producing goods (or value); and whatever contribution he makes to 
total output or production is called his productivity. This productivity 
can be measured in terms of money. It has been found by experience 

5Thc explanation of pticc by Supply and Demand also bolds good for 
labour, vrhichjs certainly a commodity although it is supplied and sold in a special 
■Bray. The price of labour is not, of course, the same thing as the carninga of 
labourers. A person’s earnings depend partly on the price of his labour and 
partly on the quality of it that he sells.” — Batson, Practice! Eccr.cmics, p. 27. 
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that the productivity of every successive or additional labourer goes 
on declining as more and more labour is employed, provided the 
•quantity of other factors is not changed. The productivity of labour 
thus resembles the utility of a commodity, which also diminishes 
with an increase in its supply.® Now, when an employer considers 
whether or not he should employ one more labourer, he compares 
the product! 5^ity of the additional worker with the wage he will have 
to pay him. If his productivity exceeds the wage, he will employ the 
worker. He will go on employing labourers till the productivity of 
each additional labourer exceeds the wages paid to him. In course of 
time a point will be reached where the productivity of the last or the 
marginal labourer employed just equals the wages he is paid. Such 
a worker is on the margin of employment or dismissal : he contri- 
butes as much to production as he gets in the shape of wages ; and 
the employer is, therefore, indifferent whether he is employed or 
not. He is, therefore, called the marginal or final worker, and will 
be the last worker employed by the employer. The productivity of 
the marginal or final worker is known as marginal or final productivity. 

It is thus clear that the wage which the employer will be pre- 
pared to pay to the marginal labourer will be equal to the marginal 
productivity. It cannot exceed marginal productivity since the 
employer will suffer a loss in that case. 

Now, when we are considering a great body of labourers, we 
may safely assume that all the members of the group are equally 
efficient and each is interchangeable with the other. Consequently, 
the same wage will be paid to each of them. This will be the wage 
which is paid to the marginal labourer. Since the wage paid to 
marginal labourer is equal to the marginal productivity, it follows 
that the marginal productivity sets the demand price for labour. 

(> Measurement of Marginal Productivity. Marginal productivity of labour can 
be measuted in terms of money by finding out the increase in the income of a firm 
if one more labourer is employed. For instance, suppose a mill, employing 1000 
workers, engages one mote worker (i.e., 1001 in all) while keeping others produc- 
tive resources fixed ; and its income 
rises by Rs. 30, Then the marginal pro- 
ductivity of labour will be Rs. 30. This 
marginal productivity goes on declining 
with the employment of every addition- 
al hand, as has been clearly shown in 
the adjoining diagram, BC is the mar- 
ginal productivity curve; and its down- 
ward slopes represents its consistent 
fall with the employment of additional 
labour. A C represents number of 
workers employed and AB represents 
productivity in terms of money. When 
AD labour is cmloycd, marginal pro- 
, ... j • , , ductivity is BD. But if labour emp- 

loyed 15 increased to AD', the marginal productivity is reduced to B'.D', If labour 
employed increases to AC marginal productivity will fall to zero 
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Th Supply of Labour. Just as the employer (or buyer of labour) 
has maximum, similarly the labourer (or seller of labour) has his 
romimum. The labourer’s minimum limit is set by his standard of 
living, /. the amount of necessaries, comforts and luxuc es which 
he has become accustomed to enjoy and which he will insist upon 
having. Wages must at least be equal to the cost of his standard of 
living : the labourer will not accept a wage which is lower than the 
cost of living. If lower wages ate offered in spite of the resis ancc 
of workers, they will seek to maintain it by such methods as deliberate 
postponement of marri ge or life-long celibacy, mobility to other 
trades or localities where higher wages are obtainable, acquisition of 
greater efficiency or combination of workers and refusal to work at 
all except at adequate wages as determined by their standard of 
living. Such devices will push up the wage to the cost of Jiving in 
course of time. The standard of living of the worker thus sets the 
minimum limit below which wages cannot fall.’ 

Inter-action of Demand and Supply, Between these two limits, 
the maximum limit as set by the marginal productivity of labour 
and the min' mum limit as set by the cost of living of workers, 
■wages are determined by the relative barg.ining strength of labouicrs 
and employers. In actual practice, the bargaining strength of a 
labourer is very weak. Wages, therefore, tend to approximate the 
cost of living rather than the marginal productivity.® 

Old Theories of Wages 

The above theory of wages is known as the Modern Theory or 
the Demand and Supply Theory of Wages. Economists in the past 
had propounded a number of theories of wages the most important 
of which are (ij the Subsistence Theory or the Iron Law of Wa^es ; 
(a) the Wages Fund Theory; (3) the Residual Claimant Theory, 
and (4) the Marginal Ptoduedv ty Theory. All these theories 
have now been discarded and the modern theory claims the 

7 The standard of life in the case of labour replaces ehc expnres of production 
In the case of ordinary commodities, but it *cc*iU be apprcciaicd that the stardard 
of life is in many respects analogous to toc cost of prodiction of a commodity, 
because the standard of life is a measurement of sacrifice made by the Trotker in 
order to bring up the fimilv,/. order to tnerrase the future supply ef t'orkers,-^ 
Thomas, EJements of Exonoreeicst p. 277, 

S In the case of an ordinary commodity, the lone period-price approximates 
expenses of production ; and short-period price, the marginal uriiity. Similarly, 
some economists assert that Teages tend to approximate, standard of living in the 
long period and marginal producMviry in the short period. This vietr appears to 
me far from nccurarc. In the case of a commodiiy there h the assumption that the 
bargaining sircrgfb of both the parties is equal. But such an assumption veill be 
out of place in the case of labour. Hence the analogy pursued by the advocate 
of the above view seems to be unwarranted, 

4o 
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largest number of adherents. But even this thcorj^ is not free fronv 
defects and we have yet to wait for an economist who can solve tbh 
riddle. 


§ 5 . WAGES, EFFICIENCV AND STANDARD OV LIVING 

Wages and standard of living arc closely connected with each 
other and act and react upon one another through the medium of 
the efficiency of labourers. 

(^7) Let us begin with //:e standard of livtng. Suppose the sf.an- 
dard of living of workers goes up. They will now be able to satisf}^ 
their wants more richly, both qualitatively and quantitatively. Their 
efficiency, physical and intellectual, will increase. An increase in 
efficiency necessarily means an incrcase in productivity. The maximum 
limit up to which wages can go will thus increase. Again, standard 
of living determines the minimum below which wages cannot go. 
As such, a rise in standard of living also implies an increase in the 
minimum rate of wages. The maximum and minimum limits having 
thus gone up, wages are likely to increase. 

If the standard of living goes down, opposite results will 
follow. Efficiency of labourers will ‘go down. Their productivit)*^ 
will decrease. The maximum limit up to which wages can rise, 
will go down. The minimum limit up to which wages can fall, will 
also decrease since it is the standard of living which determines this 
minimum, other things remaining the same. W'^hen the maximum 
and minimum limits are pushed down, wages are likely to 
depressed. 

(b) Let us now look at the relationship fron/ the standpoint of 
Tvages, If wages go up, labourers vill be able to satisfy their wants 
more richly and their efficiency will rise. Their productivity will a’so- 
increase. The maximum limit of wages will thus go up. At the 
same time, higher wages imply higher standard of living which pushes 
up the minimum limit of wages. The minimum and maximum 
having thus increased, wages are sure to spring up. 

If wages fall, opposite results will follow. Efficiency will go 
down ; productivity will fall as a consequence. Maximum limit 
wages will thus be pulled down. At the same time, standard of 
living will decrease and the minimum limit will be depressed. 
Wages will, therefore, fall. 

(c) We shall now consider the case from the point of vmv of 
efficiency^ If somehow labourers increase their efficiency, their 
productivity will go up Their wages will rise as a consequence. 
And they will increase their standard of living. The results follow- 
ing in the case of a fall in the efficiency are just the reverse. 
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From the above discussion two conclusions cmcrnc. Firsilv 
labourers can increase th^ standard of living by making themselves 
mor cfhcicnt, other things remaining the same. Secondly, the 
influence of a change in standard of living, or efficiency, or wages, is 






Fig. 66. Showing the ^lationships biiwecn standarJ of livinc, 
cfiicrcocy and Tvngc?;. ' 

cumulath'c. If, say, efficiency increases, wages will increis.* ti 
wllpushup the standard of living. It in its tLn ^ 

efficiency further. The circle thus got going ^ill contffi I increase 
inccssantlv.-* ^ ^ continue to run 


Meaning 


§ 4. HEAL AND N’O.MIN’AL WAGES 


In modern times, labourers arc "enenl?,- • 
pnM in Ktms nf mnnny are known I AWy'TiX,'?®” 

wh.cj, hn can poKbase with the monev xv.i4s he 
he also attaches substantial importance'to oTher tinrff r 

old clothes and shoes,/. ,., in fest'iSS'S: "gi^tlfh^sSf 

9 See A. C. Pigou, Ecci:o>':ici ofVCt'fsrt It htc K-,.., , 

uon tlm thcc.xpcndkureofthchboutcrwi!rbewi4' If 

daid of hying and with it the e/ficienev, it hts fa*cn a«n^rH ‘"I '»=-* 

chcclfitr-mt '^^'"^ foolish cx,induurfas ;-ei! ^^^^^^ 

Check u lb ( 1 ) lo increase wages in some veiled form as fr^r it. i to 

A quality wheat at the price of B aualitv, or (2) to tiwkc ihh 

capLditurr ^'nh a propagVdTin VIvoL^^rn't-g; 

ThislSIuaTcrfiuh^^^^^^^^^ in terms of monev. 

T^ctobt iTd:s:fj; 
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A mill worker may similarly obtain mill products at concession rates, 
free reading room, free games, etc. The necessaries^ comforts and 
lu>:uries which can be purchased with the money wages or other kinds of 
payment^ together with concessions and advantages incidental to the service, 
constitute the real wagesJ^^ 

Nominal wages are expressed in money while real wages are 
reckoned in commodities and services. Labourers ate not so much 
concerned with money wages as with real wages, Wag^s in a village 
may be only Rs, 5 per month and those in a town, Rs. 7 per month ; 
but the prices in the town may be much higher ihan those in villages, 
so that the real wages in the village may be higher than those in the 
town. When a labourer has to choose between two services, he takes 
into account not the money wages but the real wages. It is, 
therefore, important to know what considerations enable us to assess 
the real wages. 



/NOMINAL 

^ OR 

Money wagic^ 



[ OTHER ADVaNTAOEJ** 
FREE AAtPlCAV SERYHE 
OLD CLoTHEJ.rRE'E 
«TC, 

I 

■real wage/ 


Fig. 67. Illustrating nominal and real wages. 

Factors Effecting Real Wages 

The Purchasing Power of Money, The most important factor 
determining real wages is the purchasing power of money. At some 
place general prices are very low so that the purchasing power of 
money is fairly high; at others, on the contrary, prices are very high 
so that the purchasing power of money is very low. If the wages 

It Money wages refer to the contents of the pay envelope, to the number of 
dollars the wage-earner receives. By real wages is meant not rhe number of dollars# 
ut the amount of purchasing power received. — R. Turner, Introduction to JBcono^ 
mice, p. 458, 
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ate, more or less, the same at all such places, labourers will prefer 
the former class of localities to the latter. For instance, in a village 
agricultural commodities, which are the things mostly entering into 
the consumption of labourers, arc %heap ; in a neighbouring 
town, like Allahabad, they are higher; while in a thickly populated 
industrial town, like Bombay and Calcutta, they arc higher still. 
This is an important reason why wages are generally low in villages, 
high in neighbouring towns and highest in the industrial centres. 

( 2 ) hicidmtal Adv ntages. Besides money wages, workers may 
enjoy various concessions and privileges. Agricultural labourers get 
cheap or free milk, maitha, and cottage. The manager of a bank gets 
a free bungalow. Teachers and Government servants receive pro- 
videntfund or pensions. Railway servants get free travelling tickets. 
All such incidental advantages determine real wages. 

{i) Period and Cost of Training. Real wages also depend upon 
the period and cost of the training received by the labourer. There 
ate some uns''<illed occupations which require no training whatsoever; 
for example, the digging of earth or the lifting of bricks. Anybody 
can become an unskilled labourer without any training. There are 
other occupations which require some training involving little ex- 
pense and time, e.g., the work of motor driving. There are still other 
occupations requiring fairly lengthy period of expensive training, 
t. g. medical profession. These considerations must be taken into ac- 
count in finding out real wages. If a motor driver gets Rs. 3o pet 
month and a graduate teacher Rs. 5 5 per month, the real wages of the 
latter ate definitely low'cr than those of the former. 

^ (4) Trade Expenses. In the course of carrying on one’s occu- 

pation, one has sometimes to incur c rtaln expenses. For instance, a 
college professor has to engage a conveyance for going to the college 
and to spend money on books and magazines. A lawyer, similarly, 
has to have a conveyance, keep a clerk and pay to the lawyer’s associa- 
tion. All such trade expenses must be deducted from money wages 
in order to find out the real. wages accurately. 

(5) The Nature of Eniploj/went, Besides trade expenses, the nature 
pf the work is also important. Some occupations are very exhausting 
(<•. g., black-smithy) and reduce the working life of the labourers. 
Others arc dangerous (e, .g., lead-w'orkingi and shorten the earning 
period. Then there are some occupations which arc definitely dirty 
and abhorring, e. g., the work of a sw’ceper or of a butcher. All such 
factors must be taken into account while determining real wages. 
As compared to such occupations, there arc other lines of work 


If pominil wages are the same at different periods, real wages arc highest 
93 ^ when pnccs arc lo\rcst“^Crc'9^, UccfiOfnlcf for CavrrtrJcal 
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which are dc6nitelv pleasant and afford much happiness, e. the 
work of a teacher or of an artist. This pleasantness increases real 
wages just as exhaustivcncss,^anger and dirtiness decrease it, 

(6) The Length of the \Y^ork ug Day, Besides the nature of the 
occupation, th^ number of hours worked per day and the number of 
holidays also affect real wages. The difference becomes important 
when we compare the case of a bank manager who has to go to his 
bank at 9 A. M. and come back at 6 or 7 P. M., with few holidays, 
with a college professor who has to take only four periods per week 
and gets substantial holidays. 

(7) The Kegiilantj of Ji^nployment, The regularity of the em- 
ployment is also an important consideration. Some occupations are 
merely temporar}^'; for instance, a carpenter may be employed at a 
particular place for a week or so but thereafter he may be dismissed 
and may remain unemployed for a fairly long period. Similarl}^ sugar 
factories work only during winter and almost the entire staff is sus- 
pended during the off-season. The irregularity of employment 
reduces real wages. 

(8) Extra Earnings, The real wages of an occupation also 
depend up m the possibility of supplementing the .income through 
other sources. For instance, a bank clerk may work as an Insurance 
agent in extra time, A lecturer may become an examiner, write books 
or take private tuitions. Such opportunities enhance real wages. 

\T)Employmmt to Dependants, The real wages increase still fur- 
ther if opportunities of employment of the various members of the 
family of the employed are great. In some of the industrial centres, 
the grown-up boys and wives of labourers can easily find work, 
while in some other places the advantage is not available. 

(lo) Prospject of Success, Real wages are also affected by the 
possibility of getting a lift or receiving higher wages in future. One 
may refuse a job promising high wages in the beginning but no rise 
later on, in preference to another job offering low wages in the 
initial stages but with fair chances of promotion later on. 

The high purchasing ponder of moneys large incidental adv>intdgesy 
small period and cost of trainings little trade expense s^ light and pleasant 
character of occupation^ short working days, regularity of employ fnent, extra 
earnings^ employment to dependants and prospects of success^ increase real 
7rages; while their absence decreases it, 

§ 5. NOMINAL AND REAL COST OF LABOUR 

Just as labourers discriminate between, one occupation and 
another by comp*ring .nominal and real wages, similarly employers 
discriminate between one labourer and another by comparing nominal 



■and real cost of the worker. The wages paid to a labourer consti- 
tute his noniiaat or money cost to the employer, while his producti- 
vity gives bis real cost. If two spinners ace employed at 8 annas per 
day and one spins 800 yards of yarn while another spins only 4 oo 
yards, the nominal cost of both is the same but the real cost of the 
first labourer is just half of that of the former. 

High Wages are Cheap Wages 

The prevailing notion amongst many Indian employers is that 
it is economical to employ a low-paid man. But the policy of 
•depressing the labourer’s standard of living through low wages, 
is not in the best interests of the employers. American labour is 
■io many industries the cheapest labour in the world because it 
is the best paid. High wages make possible a high standard of 
Itviog. The high standard makes the labour intelligent, hopeful and 
full of character as well as more efficient physically. The increase 
in efficiency is, up to a point, more than proportionate to an increase 
in wages. Let us take an illustration. If the employer gives twelve 
annas a day to the labourer who spins 4 oo yards a day and eighteen 
annas to him who spins 800 yards daily, then seeing the wages alone, 
the former is the cheaper man; but in fact, the latter is mote 
-economical. The cost of spinning per hundred yards of yarn in the 

ease of the first labourer is — — 5 annas; while in the latter case 

400 


, . , tSxlOo 

« IS only " — ~ 2 annas? 


pies. 


Thus money cost (or wages) 


may be bigb but real labour costimay be low. 

Low Wages are Dear Wages 

In the above example, the cost of labour is higher in the case 
■of the svorker who receives low wages. Low wages arc, therefore, 
< 30.11 wages. Employers have now begun to realise that low wages 
are not economical or profitable to them. If the wages arc very 
low, the standard of living of the worker is unduly depressed 
and his productivity decreases more than proportionately. In- 
lelligcnt employers now aim at paying “efficiency wages” which 
might be sufficient to keep the labourers efficient and their produc- 
tivity high.*^ 

ijCuc.ip lubourcc is very Ukcly to be ioefndent while a good man, as the 
^•&ying gocjt, is always worth his wages. The real value of labaur to the cm* 
ploycf depends entirely on its tfHctcncy. If by giving his men shorter hours, 
^>cttcr wages or better conditions of labour in an\' way, sn employer ^nds that 
their cHicicncy is increased, then he may^ find it to his inreresr to do so. The 
increased product due to the greater efficiency of their labour may more than 
iccompcnsc the employer for the extra wages paid. Tn:s argument is the 
teal justification for the ciTorts of trade unions to improve the position of the 
working man— Todd, rolifirat Brer, for E^^psicn p. 61 . 
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Long Hours are Unprofitable 

Some employers have the wrong notion that if they can make 
labourers work for long periods, they will be able to extract from 
them more work and their cost of production will go down. In 
fact, unduly low periods of work use up the vitality of the labourer 
so rapidly that his efficiency decreases more than proportionately 
with the result that he becomes costly. It has been found by ex- 
periment that if the number of hours are reduced up to a certain point 
labourers produce more during the short time that they work than' 
what they formerly did in the long period. Of course, if the work- 
ing hours are reduced beyond that point, productivity will cer- 
tainly go down. 


§ 6. METHODS OR WAGES PAYMENT 

The method of the payment of wages is as important as the 
amount paid. If the method of wage payment is defective, even 
high nominal wages may not be very real advantage to labourers. . 
There are two important methods of paying wages. The most fre- 
quent and important is the payment of tme wageSy /. e., wages paid 
according to a unit of time — -daily, weekly, monthly or annually. 
This method is not found most suitable in all cases and wages 
are sometimes paid according to the unit or piece of work com- 
pleted by him. The wages paid according to the latter method are 
known as piece n^ages. We shall discuss below the advantages and 
disadvantages of each of them. 

Advantages and Disadvantages of Time Wages 

The great merits of time wages can be appreciated by the 
fact that this system is most extensively used. The system of 
time wages ensures regularity of employment. If the labourer falls 
ill for a few days, or if the factory stops working due to the 
breakdown of machinery or shortage of raw materials, no deduc- 
tion is made from the salary of a labourer paid on, say, monthly 
basis. Again, it preserves the physique of workers by giving them no 
urge for over-straining themselves and thus ruining their health. 
Where delicacy and perfection of workmanship are paramount considera- 
tions, this is the best method of wage payment since it gives no 
stimulus to hurried or “ scamped work. Moreover, where the 
amount of work cannot he measured^ e, the work of a supervisor 
or manager, this system is best of all. 

The system of time wages has many short- comings as welL 
Its one great defect is that it does not give any incentive 
tol labourers for working more efficiently. On the other hand, 
they are sure of a definite remuneration and as such become 
slack. For this reason, proper supervision has to be kept over 
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tbem, which iocteases the overhead charges. Again, ' 

makes the discrimination between an efficient and an ^ 

worker difficult. Efficient workers are paid less in proportion to-, 
their efficiency, as compared to inefficient workers. 

Advantages'and Disadvantages'of Piece Wages 

This system is fait and just. The wage-earner receives- 
f emnneration for the actual work he does. The employer also gets 
full return for the wages he gives. Secondly, the greater is the- 
quantity of work done by a labourer, the mote are his earnings. 
Under this system, then, there is an urge to increase production 
each good worker gets more than what he could get as time wage 
and efficiency is automatically rewarded and inefficiency punished.. 
The cost of supervision is also reduced to the minimum. 

This system, however, suffers from serious demerits. Sinco 
wages ate proportionate to the actual work done, labourers usually 
work very hurriedly and over-strain themselves. Their work is, as a. 
consequence, poor in quality ; besides, their health is seriously injured 
and they become old at a premature age. Moreover, if the labourer 
falls ill, he does not get remuneration for the period of his absence 
from the factory, whi:h is a matter of special hardship to him, living 
as he does from hand to mouth. Further, it creates jealousy and: 
competition among workers. 

Scope of These Methods 


Too much emphasis should not be laid on the real differences 
between these two methods of wage payment. At bottom, both the 
methods have intimate relationship with each other. Piece wages are 
always fixed on the basis oi the time required for the performance 
of the particular work in question. Similarly, time wages ate fixed 
after a careful consideration of the work which can be done during, 
a certain time. “Presumably employer endeavours to get the same- 
amount of labour for his money whichever method he adopts.”^* 
The primary considerations leading to the preference of one system 
over another are (i) the quality of the workmanship and (a) the-, 
measurability of the work performed. If high workmanship -is. 
necessary or the measurement of the work done is difficult, time 
wages ate given ; in the opposite case, piece wages are paid. General- 
ly speaking, time wages are most widely adopted.^® 

§ 7, TRAIDE UNIONS 

Meaning of Trade Unions 


1 u bargaining capacity of an individual' 

,abourer is- very we ak. They can successfully compete with: 

14 Clay, for Sh Gmral KeerJ^r, p. 297. 

^ very interesting account of these methods is to be found in the U d* >4 
Ftnal Report of the Induitrial Cor^imssicn (1902), pp. 735*736. 
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•employers only if they combine together and bargain collectively. 
With this object in view, labourers organize themselves into labour 
-of trade unions. Sydney and Beatrice Webb, authorities on tfade 
unionism, define a trade union as *'a continuous association of wage- 
earners for the purpose of maintaining or improving the conditions 
o£ their eniployment.^^ 

The functions of a trade union arc the following : (i) To 
emphasize the common interest of the labourers and, by spreading 
the feeling of brotherhood, to foster unity and, solidarity among 
them, (a) To maintain and conserve the advantages and privileges 
secured for the labourers (5) To make efforts for improving their 
position still further, to fight the cause of the workers and to secure 
^11 vantage positions for them. Due to this fact, it is called a 
luHiiaut orqafj The chief advantages for which it fights are an 

increase in wages and a reduction in the hours of work. (4) To 
work as a benefit organization and to provide relief to the members 
the time of sickness or accident and to support them when they 
arc unemployed. This function gives it the designation of a 
mifus^rant assaciaiton. (5) To increase the efficiency of labourers 
•through public health campaigns, literacy, propaganda and otherwise. 

Tirade Unions in India 

Hi story » Trade unions of the western variety were born in 
India for the first time during the i88o’s. But the real beginning 
•of the movement was made in i9i 8. During that year prices rose 
■considerably while wages lagged behind ; and political unrest joined 
hands with labour discontent. Mr. B. P. Wadia in Madras and 
Tala Lajpac Rai in the Punjab started some trade unions. The move- 
ment slowly spread from Madras to Bombay which now is its real 
home. Labourers received much sympathy from the public and 
public bodies like the Indian National Congress, ihe Home Rule 
League and the Muslim League. In i92 5, however, conditions of 
labourers improved. In the early stage of the trade union movement, 
it is the tie of common financial distress that holds labourers together; 
and as this tie became loose, the movement lost its vigour and I vital! t 3 ^ 

These early trade unions were merely strike committees, set up 
temporarily for the immediate^purpose in hand and dissolved as soon 
as the object was achieved or could not possibly be achieved. But 
ihc Trade Unions Act of 19^6, which as a landmark in the history of 
Indian trade unionism, changed all this. Prior to this Act, there was 
no special trade union legislation. The old conspiracy principles of 
the common law^ W’cre applied to labour combinations with fatal 
vigour. The j 926 Act conferred many privileges upon registered 


16 The Trad^ Vmon is an organization designed to put up the seller of labour 
Di ctjiulicy wirh the buyer as regards bargaining suength — Clay, op, at,, p. 306. 
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tfadc unions. It was provided that any act in furtherance of trade 
disputes on the part of trade unions or anybody else was not legally 
pttnishabic. It placed the movement on a firm footing in India. 

The Indian Trade Unions Act has been a source of considerable 
strength and stimulus to the labour movement and its best asset. 
Various other factors, s.g., influence of the Russian Revolution of 
i9i7, the establishment of International Labour Organization in 
j9ao, the Swaraj Movement of i92i-a4 and the success of strikes 
which took place, influenced the growth of the trade union move- 
ment in its early stages. 

Preseni Position. In i949-So there were about 5, 4c o registered 
trade unions in the country. Their number was only 7oo in i938-59, 
/.f., before the World Wat II. This means that the number of trade 
■unions increased five times during the period of the World War II. 
The number of members of these unions in i949-5o was over i8 
lacs, as against 4 lacs in i938-?9. The number of members thus 
increased during the period of the World War II by 4l- times. Most 
■of these unions are industrial unions, that is, they organize all the 
■workers in a single industry irrespective of thetr occupation, skill, 
-sev or earnings. 

There are at present four all-India organizations of tride unions, 
'V'v, Indian National Trade Union Congress (INTUC), All-India 
Trade Union Congress (AITUC), Hindi Mazdoor Sabha, and United 
Trade Union Congress (UlUC). The INTUC was formed in 1 9 47 
by the Indian National Congress to direct labour movement in the 
■right chancel and today it is the most representaiive labour federa- 
tJo.i. The AITUC was formed in i92o and it was the most 
representative all-India organization of labour before the formation 
-of INTUC. Hind Mazdoor Sabha and UTUC ate not very important 
.ederations. The lead given by INTUC has been a source of great 
strength to the labour movement of the country since this otgani- 
zetion draws its inspiration from the Congress Patty which is in 
its power today in the country. 

difficulties of Trade Un'onism in India 

. unionism, has not, however, made any substantial bead- 
country and its rate of progress has been rather slow, 
ihe lollowing are some of the difficulties of the movement hindering 
rapid growth : 

^ J ^iigi'ntory Character of Indian Labour. Industrial labouc- 

■cis m India do not depend upon factory work only. On the other 
^.«nd, they come to work in them only during the off season and go 
to their fields when agricultural operations begin. Because of 
tiicic stay in factories, they fail to take an abiding interest 

:ti trade unions which cannot, therefore, be easily organised on a 
permanent basis. 
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( 2 ) Heterogeneous Charact r of Indian Labour. The labour force of 
our industrial centres is constituted by labourers drawn from different 
provinces, different castes and different religions. They speak different 
languages and have different customs and modes of living. Conse- 
quently, they cannot mixj freely with each other and the bond of 
unity is often weak. 

(3) Lack of Discipline. Indian labourers are not used to party 
discipline. They often find the rules and regulations of trade unions 
irksome and regard subjection to them as an uncalled for bondage. • 

(4) Poverty of Indian Labourers. Our labourers are very poor 
and cannot easily pay the fmembership fee of trade unions. Conse- 
quently, many of them do not join the unions ; and even if they, do 
join them, they commit defaults in regular payment when their names 
are struck off the register. 

{f)\Illiteracy. Labourers, being illiterate, fail to appreciate 
the real purport of trade unionism. They do not understand that 
by combining themselves, they can offer collective resistance against 
the employers and secure advantages which they would never be 
able to obtain individually. 

(6) Lack of Labour Leaders. Labourers do not have th< ir own 
leaders. Usually politicians assume the role of labour leaders when 
it is politically advisable to stir labour discontent, and withdraw as 
soon as the political necessity loses force or the political movement 
languishes. However, some sustained and regular work is done by 
them and also by lawyers who also become labour leaders. As leaders 
they are not as useful as labourers themselves could be in that 
capacity. 

(J) Opposition of Employers and Supervisors. Employers oppose 
trade union. sm in various ways ; and because of their strong bargain-' 
ing capacity, they often become successful. Again, the supervisors 
and .bosses who supervise and employ labourers can exercise their 
authority easily when labour is disorganized. Hence they offer 
resistance to labour combinations. 

With the march of .time, these hindrances arc weakening, and 
trade Unionism is gathering force in our country. Meanwhile attempts 
must be made to put the movement on a strong footing and to direct 
it into the right channel from the very beginning. 

§ 8. WAGES IN INDIA 

Wages in India are very low and the standard of living of 
labourers and their efficiency are poor as a consequence. The rate 
of wages in rural tracts is lower than that in towns and cities. This 
is partly ascribable to the fact that the purchasing power of money 
in villages is higher than what it is in cities and towns. But the 
difference is W’ider than what such considerations suggest. The 
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leason is that in rnral areas, wages are fixed not so much by com- 
petition as by custom. In so far as competition has any influence 
on wages, it is towards their decrease, for the supply of labour, 
more often than not, is greater than the demand for it. In cities, on 
the other hand, competition plays an important role in the wage 
determination and the scarcity of labour favours the workers. 
Gradually, as competition is coming into prominence, the difference 
in nominal wages in rural and urban areas is coming nearer to the 
difterence in real wages. 

The general rate of wages has a tendency to increase for a 
variety of reasons. Practical experiments conducted in India and 
elsewhere have shown that low wages are dear wages. It is 
profitable to pay high wages as the increased payment brings more 
than proportionate return in the shape of increased productivity of 
labourers. Labourers themselves have begun to realise, though at 
present nominally, that if they become more efficient, their wages 
will increase. Moreover, the trade union movement is gathering 
strength slowly but steadily and has succeeded in many cases m secur- 
ing a rise in wages. Tne International Labour O.fice has also done 
much to improve the lot of Indian labourers. 

TEST QUESTIONS 

1. Explain the meaning of wages. What is the difference between wages, 
■pay and salary ? 

2. What are the peculiarities of labour t Explain fully. 

3. Lay down the determination of the theory of wages as clearly as possible. 

4. Explain the difference between nominal and real wages. What are the 
•factors on which real wages depend ? 

5. Wnat do yo-j rae.an by real and n minal cost of Iab>uf. Explain how 
’high wages are cheap wrg.’s and low wages are dear wages. Is it a wise policy to 
lengthen the hours of work ? 

6. What are the methods of wagejpayment ? Explain^thc respective merits 
and demerits of these methods. 

7. What ate trade unions and what are their functions T 

. Trace the hisrory of trade unionism in India. Waal are the causes of 
■theitslow progress in this count ty ? 

EXAMINATION QUESTIONS 

P., Inter Arts 

1 1 ^' , ■wages arc *W wages ; low wages are high wages”. Exolain 

•Clearly the meaning of these contradictory statc.ments. Give examples. (1951) 

2. Witeanotcan Real^Wages. (1950) 

3. How ate wages effected by (a) the standard of living, and (b) the caste 

system. (1948) . __ 
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(Jb) Time and piece wages, (1947) 

53. How ate wages determined ? How will you explain incqualites of 
wages ? (1945) 

54. Explain the functions and importance of trade unions. (1945) 
l^agpur Int. Com. 

55. Why are wages different in different occupations and countries ? (1944) 

56. Discus-? the main causes of the difference in wages. Why does an I. C. .S. 
‘Officer get Rs 3,000 per month while his ebaprasi gets only Rs 20 per month 7 
(1947) 

57. Write note on : (a) real wages : (b) time and oiece wages. (1947) 

58. Explain clearly what do you understand by real and mominal wage. How 
are wages ,deitrmined ? (1946) 

59. Explain why workers in diff:-rcnt occupations get different "tvages td- 
though they may be living in the same town, (1946) 

3ombay, Int, Com. 

60. Account for differences in wages (a) within the same occupation and 
{b) as between different occuprtions, (1949) 

61. ''Between the upocr limit set by marginal productivity and the lower 
limit set by subsistencr, wages ate indeterminate.*' Discuss. ('948) 

Poona^Int. Arts 

62. Distineuish between ^nominal' and 'real* wages. Account for the 
-differences in wages in different occupations. (1949) 

63. What are the aims and methods of Trade Unions? Would you iustify 
the right to stiikc I (1949) 

Poona, Int. Com. 

64. How arc wages determined ? Explain the differences In wages among 
different occupAtions. (1949) 

Andhra, Int. Arts. 

65. Whv do wages differ (/) from occupation to occupation (//) from country 
to country T (1944) 

Punjab, Inter. 

66. Explain the laws that determine wagf-s under free comperition. (1951) 

67. How arc wages influenced by {a) foreign competition, and (b) trade 

unions ? 0950) 

63. What are the causes of industrial strikes ? Arc these always successful ? 
(1949) 

69. Distinguish between nominal wages and real wages. (1949) 

70 Trace the reJatio'^ship between the standard of living and the rate of wage. 
To what extent are wages in India governed by the standard of living of the people 
in (a) villages, (b) towns ? (1948) 

Delhi, Higher Secondary 

71. Discuss broAdly how the state in India regulates the relations between 
labour and capital. Illustrate your answer with example'^, (1951) 

72. Di^^tinguish between real wages and nominal Wages, What arc the causes 

-of difference*; in wages ? (1951) 

73. Wtiic a note on Real Wages, (1948) 
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The Problem of Interest 

The problem of interest is divisible into three broad questions : 

(1) Should interest be paid on the moral and ethical grounds ? , 

(2) Why is interest paid and charged ? This differs from the 
first question inasmuch as this is a purely economic issue while the. 
preceding one is mainly a moral and ethical one. 

(5) How is the ^ate pf interest determined ? 

Of all these questions > the last one is the most important and 
will be discussed in § 2. The first two questions are dealt with 
below. 

1. Should Interest be Paid ? 

The question of the ethical justification or impropriety of 
charging interest is mainly a moral one ; and economists are not 
directly interested in it. But, like all the ethical problems, it has an 
economic aspect and is, therefore, discussed below. 

Tie Condemnation of Interest in Ancient Times, In ancient and 
medissval times, interest was generally condemned. The church for- 
bade the lending of money on interest. Plato looked down upon 
usury ; and Aristotle criticised it in unmistakable terms giving the 
progeny the celebrited phrase ‘‘Money is barren, it cannot breed 
moaey^\ The Islamic religion also prohibited it strictly. The 
reason for this universal deprecation of interest was that in those 
days the society had not much developed industrially and commer- 
cially. Money was generally borrowed either in times of want and 
distress or for prodigality. As such, (;) lenders could easily oppress 
the borrowers by charging exorbitant rates which often ruined the 
the borrowers ; and (/V) since capital was not put to productive 
purposes, the fallacy that capital could not “breed money’’ and the 
charging of interest was, thctefoie, unjust, could arise even in a 
mighty mind like that of Aristotle. Due to these reasons interest 
was condemned. This prohibition was also partly due to the fact 
that most of the money-lenders in Europe were Jews, who were 
non-Christians and were an eye-sore to Christians. 

It is significant to note that the code of Manu in India did not 
forbid interest It shows that Manu and other ancient thinkers of 
this country were intellectually supreme and considered the problem 
in all its aspects. It was also due to the fact that Ind a was 


income derived fiom the ownership of land, and "profit” for an income which has 
been variously described, but which u^na ly his some conn:ction with the peculiar 
function of the indcoendent businessman nimsclf rather than with that of his land 
or capiitl.-^ Carver, Distribniiot: ef\S^eahh, pp, 213-214 
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industrially and commercially an advanced nation in those times 
and the productivity of capital was well appreciated.® 

Th Modern JfistiJicatm, Slowly the world emerged from the 
industrial and commercial backwardness. Inventions in various spheres 
gave an entirely new outlook to the people. Manufacturing 
machines multiplied. The network of the means of transport and 
communication began to spread rapidly. Trade, national and inter- 
national, increased by leaps and bounds. The productive nature 
of capital asserted itself with unmistakable prominence. It began 
to be realised that since capital brings financial benefits to the 
borrower, it is only fair that he should give a part of that benefit 
to its owner. Tt was also felt that saving involves^ the postpone- 
ment of present consumption on the part of the capitalists, a sort of 
pain which will not be deliberately borne unless rewarded. ^ These 
considerations made the old prohibition against taking^ interest 
obscure and today it has become a thing of the past. This change 
vividly brings before our mind how Economics influences Ethics. 

Inlerest and Usury. Though interest is generally justified 
(except by socialists), usury is usually looked down upon. Usury 
differs from interest in the sense that it exceeds the latter and is, 
therefore, unjust. It may be described as exorbitant or excessive 
interest.® It may be well likened to rack-renting. Under special 
circumstances, a landlord can charge rent higher than economic rent ; 
such an action is called rack-renting. Under similar circumstances, 
a capitalist can charge mote than the proper ta e of interest ; such 
excessive interest is called usury. Us iry is deprecated ethically, 
condemned soc ally, and often prohibited legally.* 

Why is Interest Paid and Charged ? 

We shall now discuss the economic conditions which make the 
borrower pay and the lender charge interest. 

The borrower pays interest because he knows that capital is 
productm and out of its productivity he can pay a sum in the shape 
of interest to the capitalist. For instanc*, an ordinary cap-maker 
in a village, working wichouta sewing machine, may be earning Rs. lo 
a month. He knows that if he has a sewing machine, he can make 


2For a lucid account of the early history of interest, sec Irvin? Fisher. 
Tee Rett of Interest, A-1. Also Dr. H. S. Goui, The History crJ Lee^ of Interest. 

3The term ‘usury’, as contra-distinRuished from interest proper, signifies 
interest at a Mte high r than that limited by law as legally eligible — Dr. H. S. 
Gour, The History end Lev of IrJerest, p. 135. 

^The csact rate of interest... ...is determined by supply and demand... ...but 

dearly the lender must not extort a rate of interest greater than that which 'iTfair 
and rcasonablc to demand. In certain casts the law of the land steps in to control 
the rates at which money may be lent. Crump, A First BooJh of Estr.ossics, p. 99. 
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more caps aod earn, say, Rs, 20 per month. The productivity of 
the machine, then, is Rs. 10 per month. Now, if he offered sufficient 
money to purchase a sewing machine on the payment of Rs. 5 pec 
month as interest, he will readily agree to the transaction. He will 
have to pay only a part of the productivity of machine as interest, 
the remainder being left with him. 

The second consideration which forces him to pay interest is 
the fact that capitalist saves capital painfully^ He postpones the 
satisfaction of many present wants and by stinting the present 
pleasure, saves capital. Not only this; he himself does not use capital 
productively, but foregoes that privilege in favour of the borrower. 
For this abstinence or sacrifice, he must be rewarded. Unless this 
reward is forthcoming, he will not supply capital. That is why the 
borrower consentsj to pay interest. The productivity of capital 
enables the borrower, and the abstinence or sacrifice involved in its 
supply compels him, ^to pay interest.^ 

These considerations also work in the mind of the capitalist and 
make him charge interest. Firstly, he knows that capital is produc- 
tive; hence if he does not derive the benefit of its productivity 
himself and gives this privilege to somebody else, he must get a 
fraction of that benefit. Secondly, he wants some reward for the 
abstinence or sacrifice he has to make in supplying capital. 

The reasons^ then^ rvliy interest is paid and charged are the prodtictiviiy 
of capital and the abstinence or sacrifice involved in its supply, 

§ 2. THEORY OF INTEREST 

We shall now discuss how the rate of interest is determined. 
This question has occupied the attention of economists from very 
early times and various theories of interest have been propounded. 
The most important of these theories are (/) The Productivity Theory, 
(/V) The Abstinence Theory, and (///) The Austrian Theory. Each of 
these theories contains some truth but does not discuss the problem in 
its entirety and with perfect accuracy. Often they throw light only on 


5If wc appeal to the common consciousness to say what is that capital does, or 
forbears to do, that it should receive interest, we shall probably get two answers. 
One will be that the owner of capital contributes a valuable clement to production; 
the other, that he abstains fiom using his wealth in his own immediate consump- 
tion. On one or other of these grounds, the capitalist is said to deserve a remunera- 
tion and this rcmuncraticn is obtained by him in the shape of interest. The first 
contribution is positive— that capital docs something; the other negative— that the 
capitalist abstains from doing something. In the one case interest is a payment for 
a tool ; in the other, a recompense for a sacrifice. The first answer is the basis of 
the Productivity theories and of the Use theories; the second is the basis of the 
Abstinence theory. — Sec Smart’s Preface to the Translation of Bohm-Bawerk, Capital 
tinrl ifUtresi, pp. VII-XVII. 
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one aspect of the problem. They have, therefore, been substituted 
by the Modern or Demand and Supply Theory of Interest, which is 
considered to be the best available explanation of the way in which 
interest is determined. According to it, interest is determined, by 
the demand for and the supply of capital. It is the point of equili- 
brium at which the demand for capital is equal to its supply. 

I. Demand’ for Capital 

Demand for capital comes from those who want to use it pro- 
ductively, c. g., traders, manufacturers, and agriculturists. Sometimes 
Government also borrow money for the construction of productive 
work like hydro-electric projects, means of transport and communi- 
cation, etc. 

The coittribution made by a dose of capital to total output is 
called its prodtictiviiy. It has been found by experience that the 
productivity of every successive or additional dose of capital (/. p., 
marginal productivity of capital! goes on declining as more and 
more capital is employed, provided the quantity of other factors 
is not changed. The productivity of capital thus resembles the 
utility of a commodiy which also diminishes with an increase in its 
supply.*^ Now, when an entrepreneur considers whether or not he 
should employ an additional dose of capital, he compares the pro- 
ductivity of the additional dose of capital with the interest that w-ill 
have to be paid on it. He will go on employing more and more 
doses of capital so long as the productivity of each additional dose 
of capital exceeds the interest paid on it. In course of time, a 
point is reached at which the productivity of the last unit of capital 
is equal to the interest he is required to pay'for it. The employer 
will stop at this point and will not demand capital any more. The 
last unit of capital is called fituil unit because it is the last unit which 
a capitalist can, or will, employ. It is also called marginal unit be- 
cause it is on the margin of employment or rejection. Its productivity 
being equal to interest paid on it, it is a matter of indiflcrencc to the 
entrepreneur whether this dose is employed or not; the employer may 
use this unit or may not use it. The productivity of this marginal 
or final unit of capital is known as fnia} or marginal productivity 
of capital.® 


^Mtastirtnuni of Marginal ProdHcHvity cf Capiiat. Marginal productivity of capita! 
can be measured in lerins of money by finding out the increase in the income of a 
firm if one more dose cfa capita! is employed. Suppose a mil! is using Rs 1,00,000 
as capita! and its anhun! income is Rs. 12,000. Now if it employs Rs. 1,000 more 
(i.e. Rs, 1,01,000 in all), its income might go up to Rs. 12,120. Then Rs. 120 is the 
marginal productivity of capita! (assuming that capital is eroploved in doses or units 
ofRs. 1,000). 

The working of the law of marginal productivity as app'ied to capita! might 
be illustrated by means of the following diagram ; 
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The maximum that the borrower will pay for the margiail 
unit of capital is its productivity : be will not pay more than that. 
And since each unit of capital is interchangeable with any of the 
other units, he will pay the same for every other as well. It follows, 
therefore, that the marginal productivity determines the maximum 
that the producer is willing to pay for the use of capital.^ 

Supply of Capital 

The supply of capital involves abstinence or sacrifice and unless 
an adequate reward for it is forthcoming, capitalists will not sup- 
ply capital. The money measure of the abstinence or sacrifice 
involved in supplying capital is, then, the minimum below which 
interest cannot fall. It may be called the cost of production of 
capital ; and just as the cost of production of a commodity deter- 
mines the maximum limit of its price, similarly the cost of pro- 
duction of capital determines the lowest limit to which the rate of 
interest can fall. 



Let the amount of capital be measured along the horizontal line AC, aad let 
the producriviry of capital be measured along the perpendicular line AE, and let the 
descending line EC represent the rate of decrease in the marginal productivity of 
capital. If the amount of capital were measured by AD, the marginal productivity 
trouJd be measured by the line BD or AF, If the amount of capital were measured 
by AD*, the marginal productivity would, other things remaining equal, be mea- 
sured by the line B*D’ oi AF’; and when the amount of capital equals AD”, mar 
ginaJ productivity would be equal to B” D” or AF*’, If capital went on incrc3''ing 
to AC, the marginal productivity of capital will be destroyed altogether. — Carver, 
op, (it, p. 223, 

TMoncy demanded for non productive cnn'iot. accord.ng to our 

definition of capital, be inchidrd u.iacr this term. But non-produ'^nve acitiaud 
is similar to the demand for productive purposes and, therefore, exercises an 
influence on tnc determination of interest on capital. It is, I believe, for this 
reason that some economists add the non-productivc demand to the produaivc 
demand in order to arrive at the total demand. It should be remembered, how- 
ever, that in the case of capital used productively, it is /marginal productmty which 
determines the maximum limit of the rate of interest. Butin the case of wealth 
borrowed for non-producfivc purposes, it is the which determine* 

this maximum. This dilTercncc docs not appear to me very important in this con- 
text ; and the above method of treatment may be followed. 
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Determination of the Rate of Interest 

Between these two limits, the maTiimum ns determined by 
the marginal productivity of capital nnd the minimum as fixed 
by the abstinence or sacrifice involved in the supply of capital, the 
rate of interest is determined according to the relative forces of 
demand and supply, by mutual bargaining and higgling of borrowers 
and lenders. In new countries where men happen to be progress- 
ing economically, the demand for capital is great; so the rate of 
interest is high. As communities grow and advance, c.apital increases 
and is in time than enough to meet even increased demand ; so 
riic rate of interest fall. 

f 5. NET GROSS 1NTERE.ST 

Meaning 

The payment made exclusively for the use of capital, is called 
r.tf ir,!ires!. It may be also defined as the income derived from capital 
invested in channels free from risk, inconvenience and management 
duties. What the borrower actually pays to the capita'ist for the 
use of his capital is known as cross ir.tins!.^ The payment so 
made includes, hendcs net interest, any or all of the following 
factors : 

(i) /v/.vr.rr.v -ig.vv// K/j/e. When a man entrusts his capital 
:o so.-nebody else for some time, he incurs the risk of its loss as 
a result of the inability or unwillingness of the borrower to pay 
hack h s debt. To cover this risk he makes some charge which is 
added to the net interest. 

The risk is of two kinds ; (u) Business Risk. The business 

followed by the borrower may be safe or risky. For instance, the 
work of a publisher is not so risky as that of a speculator. 
As such the charge m.adc for the risk by the lender of capital 
will be greater in the latter ease than in the former. The risk 
attached to the business of the borrower determines his abililj 
to pay, (b) Persona/ Risk. A man may be able to piy but may 
not be willing to do so. He may be of dishonest intcn'.ions. 
Ibc gross rate of interest charged from such man will be natu- 
rally high. It w’ill be low in the ease of the borrow'cr who is 
famous for his integrity and who takes pride in paying off his debts 
as readily as possible. 

iz) Rrmutseralm f r Ineotiveuieuees, Some investments of capital 
inx'olve many inconveniences. In some eases money is payable 

SGfoss interest is what we mean by interest in ordin.trj’ talk, the whole 
amount tb.tt a borrower has to pay, while nr/ /K/r«// is »haf porilo., .of toe gross 
interest which i* ysid si.'r.piy tor toe use of cnpita! — Moreland, Intreuii'f/iofiio Esemi- 

p, 252. 
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at any momeat, may be at the time %vhen the borrower has. 
no other source of investment ; in others, it may be payable only 
after a very long period. Again, some investments can be made 
only in large amounts, e, g^y in the shares of the Imperial Bank, 
the value of each of which is one hundred rupees ; or, they can 
be made in only small amounts, like the deposits in a savings bank, 
account. The capitalist charges something for such inconveniences. 
An important cause of the high rate of interest charged by Patbans 
and Kabulis is the great inconvenience involved in the realization 
of loans. An ideal investment is one where money may be invest- 
ed at anytime and in any amount and withdrawn whenever desired. 

, Such an investment involves no inconvenience and no remunera- 
tion is charged for it. 

(5) Keminerafion for Management. The lender has to spend 
money and energy in the management of an investment. He has 
to discover the likely borrowers and carefully consider the safety 
of the loan made to them. He has to settle the rate of in- 
terest with them. The necessary legal formalities have to be 
undergone. Proper accounts have to be maintained. The borrowers^ 
do nor pay punctually and reminders have to be sent constantly till 
the debt is cleared oflf. For this management, a charge is made in 
the shape of an addition to the net interest. In our rural areas the 
small loans given by mahajanSy Pathans and Kabulis involve much 
labour and management. Re-payment is arranged in small instalments^ 
and for the collection of each instalment villagers have to be 
approached several times. This is one reason why the rate of interest 
is so high there. 

Variations in Gross Interest 

Generally speaking, the net rate of interest is more or less the 
same everywhere : competition among borrowers and lenders tends 
to reduce it to the same level. But due to variations in the risk 
involved in the loan, inconveniences of investment and the labour of 
management, gross interest (which is called interest in everyday 
speech, though not in Economics) differs widely. Investment in- 
Government securities is quite safe, is not inconvenient and does not 
involve any labour of management. It is, in fact, the nearest 
approach to the net interest in practical life. The rate of interest 
payable by strong and well-known banks is also sufficiently low* 
The interest which a city businessman or manufacturer pays is more, 
than that paid by the Government, in proportion to the risk, inconve- 
niences and managerial duties involved. When we come to rural 
areas, we find even higher rates of interest. This is partly due to 
the fact that the loan given to the agriculturist is very risky. In 
spite of his sincerity, be might not be in a position to repay the Joan. 
It is the experience of money-lenders that once the loan is given to- 



INTJ-.nKST 


66 ? 


iht coUivatof., u iv tcpaid very jj’raduaUy. Moreover, inconveniences 
of such a loan arc also great, there being no definiteness about the 
doistion. amount, or repayment of the loan. I'inally, the labour of 
mansge.mcnl, .i'< seen above, is ako tremendous. 

K.rUf rj I 'iiry frcf: Con.'; fry fo Cc;/>i/ry, Tliis is due 

to the international itumobility of capital. Investors in foreign 
countner. have the fear that if the foreign debtor docs not pay, the 
trouble and cvpcnrcr. of taking legal .action against him will be huge. 
Moreover, lotcign courts m-ay not be just to him always and in all 
carer.. 1-inally, if international hostilities break out, foreign capital 
may he forfeited entirely — even the Ciovernment loans may be repu- 
diated in such a ease. These c.auscs, together with those discussed 
above, ttiakc for variations in the gross rate of interest from country 
to country, 

f *5. nii. ni t..\Tto,\' Of iNTr.nnsT m PRor.nuss 
AS!) nus'T 

Kffcct of Progress on the Hntc of Interest 

As society progresses socially and economically, demand for 
capital goes on increasing. Firstly, the use of machinery extends. 
Mcchanif.ation and rc mcchanir.aiion progress cumulatively. Scale of 
production and of trade becomes large. Huge c.apital is, therefore, 
demanded. Secondly, the modern State t.nds to embark upon 
increasingly ambitious schemes in the interest of its members, which 
arc so.metimcv financed hy loans. Finally, much capital is destroyed 
by wars, natural calamities, etc., and demand for fresh capital to 
take its place often arises. Though all these causes increase the 
demand for capital, its supply increases much more rapidly. Substan- 
tial improvements in methods of production and in the cflicicncy 
of industrial organisation increase the amount of wealth produced per 
year. Savings become larger as people develop foresight and begin to 
realise the value of keeping something for the future use. The supply 
of capital thus outstrips the demand for it with the progress of 
.society, with the result that the rate of interest tends to fall. This 
has been amply proved hy the history of interest during the recent 
past.’’ 

Xtro Kale nf Interest, Some economists believe that the tendency 
of the rate of interest to fall will go on increasing till a stage will 
be reached when it will become zero. It is diflicult to agree with 
this point of view. This theory substantially means that after some 
time a stage will come when our wants will be satisfied and we need 

OSec my Ituiiranct Flrusnee, p.A3. An interesting objective evidence of n fall 
in the talc of imereti is tlic rate assumed by iimir.wcc companies in their calcula- 
tions. This has been continually declining. Thus Gustav W. Smith assumed 4 
percent interest in 1875 in his Notes on IJfe Intnraticc, Riegcl and Loman, 35-% in- 
theit Imnranee Principles anil PraeSiees, 1924; while recent works take 3 pet cent, 
interest in their calculations, *, g,, see Maclean, IJfe Jnsnraiice, 
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not employ any capital for the production of wealth. The .margi- 
nal productivity of capitals, in other words, will drop down to zero. 
But human wants, as we know, are innumerable ; and as soon as one 
want is satisfied, another arises. So long as this continues to be 
a fact, there will remain numerous channels for the profitable 
-employment of capital. Again, zero rate of interest can exist when 
people ate willing to save without any expectation of rewards : in 
other words, when they become so perfectly rational as to realise the 
walue of providing something for the future use and to feel no pain 
in saving. The assumption of perfect rationality of human beings is 
a mistake because men are seldom perfect. Ir is, therefore, wrong 
to suppose that a stage will arrive when the rate of interest will drop 
down to zero*^® 


Kent and Interest 

Interest is the share of national dividend accruing to capitalists 
while rent is the share available to landlords. In short period, both 
rent and interest are simil it. Capital cannot be increased in short 
period; neither can the land. This is the reason why income on capital 
goods, which are limited in supply in the short period, is called quasi- 
rent, It is, however, in the long period that the real difference appears. 
The supply of capital can be incr^a^jed in long period ; the supply of 
land, on the other hand, is fixed for ever. As such, while the pro- 
gress of society, which increases the demand for capital and land 
alike, depresses interest, but stimulates rent. Moreover, net rate of 
interest is equal everywhere, but rent differs from place to place 
according to differences in fertility or accessibility, or both. Finally, 
rent of a land is the excess of its production over that of the 
marginal or no- rent land, but interest is not determined in this way ; 
In fact, there is no capital on which no interest is paid. 


§ 5. INTEREST IN INDIA 

Rate of interest in India has three main features : (i) It is very 
high, ( 2 ) It varies from one plac^ to another. (3) It changes from 
season to season. We shall study these characteristics in detail. 


High Rates of Interest in India 

In our country, the rates of interest are very high as compared 
other countries of the world. High rates of interest constitute 
an effective obstacle to the industrial and economic development of 
the country. The causes of high rates arc the following : 


JO Proudhon arguetl »hat since the rate of interest declines 
advances, its total abolition was only a question of time. This is as good a 
tion.says Bistiat, as this : since the shilful agricnlturiPts arc . 

reduced the heads of sheep to the smallcsv stze, we shall arnve at w g 
agricultural ivrfcction when sheep shall have no longer any head*? . 
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(i) Ihif.f for Qipiti:!. India is economically little 

“developed hut is pradtially emerging from the state of backwardness. 
The demand for c-ipit-nl 1r-, therefore, huge. Enormous capital ia 
required by industrialists for .st.arting industries like iron and steel, 
cement, match, paper, silk, etc. Agriculture .also requires capital 
•V.r permanent jjuprovements, better equipment, and mechanization. 
The Government also float loans for expending hydro-electric works, 
r.*.ji'.vays and other means of transport and irrigation. The demand 
for capital being great, other things remaining the same, the rate 
of interest is likely to be high. 

(a^ Sr.ir.-;!j of While discussing the accumulation and 

'ypply of capital in our country, we found that the ability and 
willingness of our people to save is very weak. Naturally, the 
supply of capital is little as compared to the demand for it. The 
amount of wealth not spent by the masses of a country is hoarded 
rather than deposited :n rotne bank or used productivch* and thus 
converted nto c.ipital. 

(5) Dtff.’U'rr TJic h.anking system of the 

Country, wiiich is the connecting link between borrowers and lenders, 
is scry disorganized and defective. Banks being very few in number, 
dimcul 5CS in depositing money and in taking loans ate great. Again, 
the lack of various types of hanks leave many credit requirements 
unattended. ‘J'l'.csc conditions pusii up the rates of interest. 

(■') f’.o/rj. The village r:.:k.y.;>:, under the circumstances, 
charges usurious r.itcs of interest. He occupies a monopolistic 
positifjn and has to give loans on little or no security to persons 
who might not be a!>lc to nay in spite of their best intentions. 

(5) L'i:’:sforCo’:s!fr:p,’icr}Pttrpoj.f. Borrowers use the money 
borrowed by them for productive and unproductive purposes 
indiscriminately, Productiv'c loins arc safe bcc.iMSC they produce 
Wealth out of which the loan can be paid back. This not the ease 
W'i;h non-productive loans, lienee the utilization of loans Ter non- 
•produrtivc purposes increases rates of interests. 

.I^ocal V.T nations in Iniere.st 

Another import.int feature of interest in India is that the rates 
of interest differ considcmbly from one place to another. The 
'hiTcrcncc b. twccn the rates prevalent in urban and rural areas is 
specially n'^t ‘.worthy. This is bec.iusc of the fact that India 
possesses two money markets, urban and rural, rather than one. The 
urban money market is well organized and here the rates of interest 
arc fairly low and unifot.n. The rural money market, on the other 
hand, is disorganised and here the rates of Interest arc high and 
varying. 
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29. Write note on Gross and Net Interest. (1949) 

Banaras^ Inter. Arts 

30. Define 'Interest’. Why docs the rate of interest differ from borrower ?' 

(1949) ^ 

31. Distinguish between ^nct interest’ and 'gross interest* and explairt why 
the rate of interest paid by a cultivator in India is very high. (19 17) 

BanaraSj Inter. Com. 

32. How is interest determined ? Account for the prevalence of high rates of 
interest in Indian villages. (1949) 

33. Wbat is the difference between 'Gross Interest* and 'Net Interest* T Why 
are the rates of interest much higher in Indian villages than in cities and towns ? 
H947) 

Bombay, Inter. Com. 

34. Way is interest paid 7 Exolain why there are differences in rates of 
interest (a) at any one time (b) in different periods, (1948) 

Poona, Inter. Com. 

35. How IS the rate of interest determined ? Distinguish between gross 
inrcrctft and net interest, (1949} 

Travancore, Inter. 

36 Why is interest paid ? In the light of your answer explain the fact thar 
interest on capital is at one period relatively high and at another period relatively 
low, (1943) 

37. Account for the difference in the* rate of interest paid by (a) the Govt, 
of India on ns public borrowini?, (b) Indian ryot on his loan for village money- 
lender, (c) a member of a rural co-operative credit society on his loan from that 
eocitty. (1943) 

Punjab, Inter. 

38. ‘'Interest is the price paid for the use of caoital.*' In the light of this 
remark explain hDW and when changes in the rate of interest may be expected. 
(1950) 

39. Distinguish between Gross Interest and Net Interest. (1949) 

40. Do you justify the charging of interest on loan advanced bjr a money- 
lender to the borrowers ? In what respects docs this payment differ from the 
profits accruing to businessmen in the supply of, say, wheat. (1948) 

Delhi, Higher Secondary 

41. Disiinguish between Gro<»3 and Net Interest. Is there any justification' 
for the payment of inicrcst T (1950; 

42. Whv arc not all persons able to obtain loans at the same rate of interest ? 
Give reasons for youc answer. (1950) 

43. Why is interest paid ? Explain how the rate of interest is determined ^ 
<1948) 
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The true rate of prrfitr. in larpc bufinrsR is higher than at fust sight 
oppearr, hccaurc much that ii commonlv counted as profit' in the small business 
oopht to be classed under another head, before the rate of piofits in it is compared 
s«ith that in a laigc b\isinesr-.~AfjrrA,t//, 


§ 1. IKTOODUCTORV 


Menninp; of Profits 

Pro.fit 5s the reward of the risk-taking function, accruing to> 
entrepreneurs or risk-takers. Otherwise expressed, the share of the 
national dividend accruing to the entrepreneur is known as profit. 
Economists arc not yet agreed as to the consti'ucn s of profits 
and the way in which it is determined. Considcr.ablc difference in 
opinion exists on various points and makes the subject confusing to 
the beginner. We shaft, therefore, set forth the most reasonable and 
logical opinions on the subject. 

Profit, a Residuum 

Before proceeding further, let us see how profits arc found out 
in practical life. The entrepreneur anticipates the probable future 
demand and the price of the goods he contemplates to produce. 
On the basis of this cstimatr, he enters into separate contracts with 
landlords, capitalists, labourers and organizers ; and production is 
commenced. The entrepreneur makes payments to the various agents 
of production according to the rates agreed upon. If something 
is left from his income after payments arc made to the agents con- 
cerned, it is his profit. If, on the other hand, his income I alls shore 
of the payments he makes, he incurs a loss. Profit is only a residual 
share of the produce of industry. 

It should be remembered that profit is a residual share, not 
in the sense that rent, interest, wages and salaries arc determined by 
certain special laws applicable to each of them ; whi.e any residue 
left out after these payments have been made is called profit, there 
being no other law governing its determination. In fact, profit 
is also determined by its own law. Profit is a residuum in the 
praefica! sense that what is left over after the payment made to all 
the agents of production, is known as profit.' 


tScc Carver, Distribution efWtelth, 
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§ Z, GROSS AND NET PROFIT 

Meaning 

Jo the popular sense, the word profit is used to denote the 
total return to the entrepreneur after paying rent and interest for 
the land and capital hired and wages and salaries for the labour 
and organization employed. In other words, it is equal to the 
excess of the receipts of a business over the actual expenses incurred 
by the entrepreneur. This profit is known as gross profit. 

Net profit is not so extensive a term as gross profit. A reward 
accruing to the entrepreneur only for this risk-taking function and 
bargaining skill is known as ?;et profit. 

Constituents of Gross Profit 

Gross profit is made up of various constituents of which net 
profit is one. In is, therefore,, instructive and interesting to find 
out its other constituents. The various elements which may be 
included in gross profit are given below. 

(1) Kejvard to the ¥ actors of Production Supplied by ike Entrepre- 
jjeur Himself, In many businesses, entrepreneur himself supplies vari- 
ous factors of production. He is not required to make any payment 
in respect of them to any outsider ; nor does he, generally speakings 
himself receive any reward separately. This payment is usually 
merged in the gross profit. In estimating net profit, therefore, we 
should deduct from gross profits the rewards to the factors of 
production, other than the enterprise, supplied by the entrepreneur 
himself. These rewards may be the following : (/) Kent on Land 
The entrepreneur might have supplied land, the reward for which 
must be deducted from the gross profit. (/V) Interest of Capital, 
Generally speaking, the entrepreneur supplies some capital. Unless 
he risks his own capital in the venture, he may not get much capital 
from others. (//V) Usages for Labour, Sometimes an entrepreneur 
himself works as a labourer as in the case of Indian cultivators. He 
then becomes entitled to certain wages. (/>) Salaries for Organiqyi- 
tion. Whenever an entreneneur performs certain managerial duties, 
a reward accrues to him, which should be deducted from the gross 
profit in order to arrive at the net profit. 

(2) Charges of Maintenance, (;) Depreciation Fund, In the second 
place, some provision has to be made for the maintenance of 
capital, or its replacement, as it is gradually used up or becomes 
obsolete due. to better inventions. This provision is known as 
figpreciation. Depreciation charges must be deducted from gross 
profit in order to arrive at net profit, as depreciation charges arc 
the expenses of business. (/ ) Insurance Charges, Sometimes a careful 
businessman sets aside a certain sum of money as a provision against 
possible loss. Something has to be deducted from the gross profit in 
the shape of insurance charges before wc can arrive at the net profit* 
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(J) Extra-Personal Gains. Even after making all these dedopr 
tiMS, out analysis is not complete. We have also to deduct the estra- 
penonal gains, i. e., gains which ate not due to the efficiency, or 
•blllty, of the entrepreneurs : {a") Monopoly Gains. For instance, a 
businessman possesses certain monopoly advantages. He may have 
ao effective control over the supply of the article he deals in. In this 
CMC his profit will increase but his own efficiency is not responsible 
for this increment. Therefore, the monopoly gain has to be subtract- 
ed from the gross profit, Qi) Conjunctural or Chance Gains. Again, the 
occurrence of certain unforeseen circumstances may enable a business 
to additional reward. For instance, when a great personage dies, 
there Is an unusual demand for mourning goods and traders in the 
line make great profits. Again, if war breaks out, dealers in arms 
and ammunitions make huge profits. Such gains are extra-personal 
tetuhing as they do from a favourable conjuncture of circumstances 
which could not have been foreseen. They cannot strictly be regard- 
ed as pure profit and have to be deducted from gross profit in 
order to arrive at net profit. 

(4) Pare or Net Profit. When all the above deductions have 
been made from the gross profit, the remaining sum is the net or pure 
profit. It is the reward for two main functions ; (;) Risk-taking 
Ftmethn. An entrepreneur takes risk bn bis estimate of future price 
and the extent of the demand. He agrees to pay certain remuneration 
to the various agents of production. If he gets a price higher than 
what he estimates, he makes large profits. If the price realised falls 
short of his expectations, he incurs a loss. “That it is the owners of 
badness who take the chief risks is clear when we remember that 
they have paid for the labour, capital and land before the commodity 
it finished, often before its price can be found, and if the commodity 
when made is not wanted and cannot be sold, they cannot recover 
wages, interest and rent expended in the production of it.”- (//) Bar- 
gaining Skill. While employing various agents of production, the 
entrepreneur tries to strike as profitable bargains as possible. The 
degree of his success depends upon his bargaining skill. The reward 
for risk-taking and the bargaining skill is called not profit.^ 


2HcDtj Clay, Econowics for ihsjGeficral Reader, p, 337. 

3Thc businessman is essentially an entetpriser, an enireprcjierjr, as he is somc- 
dfoci technically called. Both terms signify one who undertakes or assume risks. 
It it the reward of this special function which, together with the results of superior 
bargaining constitutes the peculiar income of the businessman, such an income as is 
never earned by anyone except a businessman who undertakes risk — Carver 
DiitrihuUtm of W^'eaUh, pp. 296-297. 

4z 




67S 


introduction to economics 


The constituents of gross pro6t arc shown in the diagramj 
below : 



Fig, 68. Diagram showing constituents of Gross Profit. 

The above idea can be tabulated as below : — 

INCOAfE— EXPENSES-GROSS PROFITS 


Reward to other factors of Charges of Extra-Pcr- 

production supplied by the maintenance sonal gains 

entrepreneur himself 1 | 

f— T . 

I Depreciation Insurance Monopoly Conjunclural 

fund fund gains j 

j charges charges 


Net Profit 
and Personal 
gain for 


Risk underfaken 


Bargaining skill 


Rent of land Interest on capital 


Wages for labour Salaries for organisation 
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The Concept of Net Profit 

According to the above description, net profit^ is^ the reward 
for the risk undertaken and the bargaining skill. ^ This is the view- 
point of American economists. Older economists had the wrong 
nodon that net profit also includes the reward for the capital contri- 
buted by the entrepreneur himself. In those days, the form of 
business organization was primitive. One-man businesses and 
partnerships were the common rule. The risk-taker himself supplied 
the whole of the capital. As such, their idea that an entrepreneur 
must also be capitalists and that net profit includes interest was not 
wrong for the times they lived in. In these days capital is supplied 
by certain persons while risk is borne by altogether different persons. 
Hence this point of view is not correct for our own times. 

Walker, an American economist, was the first man to draw distinc- 
tion between the function of an entrepreneur and that of a capitalist. 
He showed that an entrepreneur need not supply any capital what- 
soever, though he generally supplies a substantial part of it. This 
view is now accepted by economists in general. 

Marshall and his English followers maintain that an entrepre- 
neur’also does the work of an organizer and his reward for organiza- 
tion is included in net profit. * This opinion should now be regarded 
out of date. An entrepreneur need not himself do the work of an 
organiser. In a typical joint stock company, for instance, the func- 
I tion' of organization is usually delegated to paid managers. It is 
thoroughly separate from the function of entrepreneurs. Consequent- 
ly, it is necessary to keep organization and enterprise as two diSerent 
factors of production.* 

§ 3 . HOW IS PROFIT DETERMIKED 

Economists are not agreed as to how profits are determined. 
Different opinions have been put forward by different economists. 
We shall give here the most reasonable explanation of the determina- 
tion of profit. While reading other books, students will come 
across different analyses of gross profit and different theories of 
the determination of profit. They should not be upset by the 
diversity of opinions. In the elementary stage, they might 
understand one explanation ; and if tney are satisfied with it, tney 
should stick to it. 

Normal Rate of Profit 

At the outset, it should be made cleat that no entrepreneur 
will undertake a risk unless he gets a reward for it. In the short 


4 I vccy strongly maintaio that logical sense makes the separation of organiza- 
tion and enterprise inevitable and essential. The Marshallian view is too conserva- 
ive to be applicable to modern ronditions. 
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period, he may incur a loss ; but he may stiil continue to remain ia 
the business in the hope that he might make good profit in near 
future. But in the long period, he must earn reasonable profit for 
his risk taking function and bargaining skill. This reasonable profit 
which is essential to persuade the entrepreneur to undertake the risk 
is Vno^n as nor///a/ profit ; and enf^irs vito the expenses of production. 
This is an important point and should always be borne in mind. 
Determination of Profit 

Profit, as we have seen, depends upon the personal qualities 
of the entrepreneur. Personal abilities of the various entrepreneurs 
show considerable divergence. The abler the entrepreneur, the 
higher the profit, and vice versa. There are some very able entrepre- 
neurs who earn magnificent profits. On the other extreme, there 
are those unfortunate employers whose income is just sufScient to 
enable them to meet their expenses (including normal profit) and to 
keep their heads above water. “At this point, where success is 
scarcely better than failure, profits are at a minimum; we may, in fact, 

regard such businessman as the marginal class of entrepreneurs, 

and from this low point upward we measure profits. As the ability, 
foresight and courage of the entrepreneur increase, so does his reward 
in the form of profit become greater, and at any particular point 
the amount of profit is proportionate to the superiority of the 
abilitJes of the more capable employer over those of the employer 
at the margin.^'’' 

Kent of Abilitj, The reader will thus find from the above that 
profit is determined just like rent. The differential advantage of 
the super-marginal land over the marginal land determines rent ; 
similarly the superior abilities of a particular entrepreneur over his 
marginal compeer determines profit. As such, profit is often described 
as the rent of ability/^ 

§ 4. CALCULATION OF PROFIT 

profit per Annum 

Profit is generally calculated as percentage of the capital 
employed during a year. Suppose, during the year i9Si a business- 
man who has invested Rs. i,ooo as capital, makes a profit of Rs. tio. 

His rate of profit, then, is ^^^.^-^--=12 p. c. 

^ 1000 


5 Thomas, of Brcnomics, p. 331. 

<S In this thf orv, the critic mav say, it has not been examined ho'vt* the tatc 
of normal profit is determined. This is simple. This depends upon the demand 
for and the supply of enterprise. If demand exceeds supply the normal rate of 
profit u ill be hi^h ; and tice r:rsa. At any particular time, the rate of profit i* 
the c<psilibfium point at which the demand for and the supply of enterprise arc 
qua! to on? another. 
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profit on Turnover 

When the sales of the business come to the level of the rapltal 
employed in the business, there is said to be otje capital turnover. It 
simply means that the capital is turned over once. If during a year, 
total sales amount to 4 times the capital employed, there have been 
4 capital turnovers. 

Sometimes profit is expressed as a percentage of the capital 
turned over during the year ; then it is known as profif on turnover. 
In the above example, we assumed that 12 per cent profit is made on 
the capital of Rs. 1,000. Now, if the capital has been turned over 
four limes during the year (in other words if the total sale comes 
to Rs. 4,000 during the year), the rate of profit on turnover is 3 per 
cent only. Were the capital turnover twice, the rate of profit on 
turnover would have been 6 pet cent. 

If a businessman keeps profit on turnover to a small figure, his 
prices will be fairly low; his turnover will increase as a consequence 
and his profit in total will be fairly large. If he keeps the profit on 
turnover fairly high, his prices will also be high ; his turnover will 
decrease and his profits may become small. Profits, thus, depend 
upon the percentage and the turnover ; and usually if one is in- 
creased, the other decreases. This alternative always presents itself 
to the busmesslrian who resorts to the course best to his mind, 

§ 5 . TENDENCY OF PROFITS TO FALL 

As society progresses, profits tend to fall because the rate of 
increase in the supply of enterprise exceeds that in the demand for it. 
In this respect, then, it resembles interest which behaves in the same 
way. It is, of course, unlike rent which rises with the progress of 
society due co its limited supply. 

As knowledge increases and becomes the possession of an ever- 
incre.ising number of the members of a society ; as inventions spread 
and an increasing number of employers are enabled to obtain access 
to new inventions and new processes ; and as the number of men of 
ability of any community becomes mote plentiful with increas- 
ing advantages for obtaining mental and technical equipment; so do 
the opportunities to make exceptional gain tend to become less 
frequent and profits as a whole tend to touch lower levels. This 
tendency is somewhat offset by a greater demand for enterprise in 
the new industries set up for supplying new wants. But the increase 
in demand does not beep pace with increase in supply and the profits 
tend to fall.. 


§ 6 . PROFITS IN INDIA 

The level of profits in our country is low as « general rule for 
a ■variety of reasons. 
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Profits in Agriculture 

The agriculturists of this country carry on agriculture at 
a loss in normal times. The rent that they pay is very high. 
The majority of the population has to depend upon^agricultutc 
because there is no other occupation available to it. Consequently, 
the demand for land is so great that landlords can indulge in rack- 
renting without arousing an effective opposition. In the rural tracts 
rates of interest ace also high for reasons we have already discussed. 
Agriculturists have to pay only rent and interest, they themselves 
supplying labour, organization and enterprise. Their outgoings 
(/. rent and interest) are definite in amount either because they are 
fixed by long contracts or because they arc customary. But the 
prices of agricultural commodities had shown a tendency during the 
pre-war period to sink lower, with the result that the excess of theia- 
comings over the outgoings greatly decreased, so much so that culti- 
vators found it difficult to make the two ends meet. This is with 
regard to gross profit. If we try to find out the net profit and make 
proper alio wanes for the reward of labour, organization and enter- 
prise supplied by the cultivator himself, we find that agriculture was 
being carried on at a loss. Th: World War II, however, improved 
their conditions a bit. Prices of agricultural comniodities have in- 
creased recently considerably but the cost has not so much increased. 
Hence cultivators have made profits. 

Profits in Large-scale Industries. 

Conditions are not so bad in the field of large-scale manufac- 
tures. Profits do arise in their case. But profitable industries arc 
very few. Moreover, they have suffered In the past from low 
profit due to foreign competition, high taxation, and an unrealistic 
industrial policy. But recently taxation has been made lighter, indus- 
trial peace has been restored and a liberal policy adopted in regard to 
nationalisation- This indicates a bright future for our industries. 

Profits )in Small-scale Industries 

In the olden days, India possessed very flourishing handicrafts, 
reputed throughout the world for their unique excellence. But the 
growth of foreign large-scale factory industries wrote their death 
sentence. Their condition worsened day by day and their profits 

went on dwindling. Recently the National Government has been 

making efforts to strengthen them. 

Profits to Traders 

This survey will not be complete without a description of the 
profits made by traders and businessmen. Theft conditions arc, 
however, different and vary among thimscives, so that no general 
statement can be made. But, oa the whole, they have been faring 
well. 
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TEST QUESTIONS 

1. Expilain the meaning of profit* Explain how profit is a residual share of 

the produce of an industry. 

2. Distinguish between gross and net profits. What arc the elements of 
gross profit ? Explain fully. 

3. How profits arc determined ? Bring out the significance of nonnal profits 
in the determination of true profits. 

4. “ How profit is caladatcd f Docs profit tend to fall with the progress 

in society t 

5. Write a short note on Profits in India. 

EXAMINATION QUESTIONS 

U. P., Inter. Arts 

1. Rtamine cnrically the idea of Net Profits. In what enterprises, do you 

think, is thctc a chance of making high profits in India and why ? (1950) 

2. What do you understand by profits t Has there been any extension of 
the field of enterprise in India in recent times ? Illustrate your answer. (1948) 

3. Distinguish between rent and profit. Explain similatitics between them 
as well. (1945) 

U. P., Inter. Com. 

4. Wiitcanotcon Piofit. (1952) 

5. What is Profit ? Whv do monev wages differ so much in dififcrcoc occupa- 
ttoDS ^ '(1947) 

Kaf., Inter. Arts 

6/ Write a short note on National Profits and Surplus Profits, (1949) 

7. Analyse profits. Explain how would you estimate the amount of net 
profits of a cotton textile mill in India earned fay it during a certain period. 
{1939) 

Ha}.> Inter. Com. 

Analyse profit and explain how each part is detcrmiacd, (1948) 

9. What do you understand bv profits. How fat can you justify the payment 
of profit ? (19478) 

Patna, Inter. Com. 

10. What do you mean by Profit ? Should they be paid? (I949S) 

Nagpur, Inter, Arts 

11. Profits are said to he normal remuneration of an enterpriser. Do you 
jigrcc ? Give reasons* How arc they determined ? (1949) 

12. Write a note on 'Necessity of profits in economic sense.’ (1948) 

Nagpur, Inter, Com, 

13. Distinguish between Gross Profit and Net Profit. Under what condi- 
tions is net profit earned 7 Give examples. (1948) 

JSagar, Inter. Arts 

14. Analyse carefully Gross Profits. What arc net profits? (1949) 

15. "Profit is thereat of ability” Explain this statement an describe how 
profit is determined. (1949 Supp.) 
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SsLgat, Inter. Com. 

16. Distinguish between Gross Profits and Net Profits. (1950) 

IT. What are the elements included in ^^Gross Profits”. Explain 
Profits’. Arc the latter obtained by marginal organiser ? (1948) 

Banaras^ Inter. Com. 

28. State the distinction between gross profit and net profit. (I949J 

19. Define Profits. Distinguish between Net Profits and Gross FrofUx.- 

Why do profits arise ? (1946) 

Bombay^ Inter. Cora. 

20. Write a note on 'Gross Profits and Pure Profits’. (1948) 

Poona, Inter. Com. 

21. Distinguish between gross profits, purr profits and windfall 
When and how far are profits justified ? (1949) 

Travancore, Inter, 

22. Analvsc Profit. Who requires in ir the case of joint sfoct^OfBpa»f t 
(1943) 

Punjab, Inter. 

23. Write a note on Gross and Net Profit. (1949) 

Delhi, Higher Secondary ' 

24. Show how' profits arc determined. Is it correct to say thatprof^ll^ 
not affect prices ? (1950) 

25. Analyse the elements of gross profits. What arc pure and nerprafksf 
(1950) 
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SCOPE FOR ENTERPRISE IN INDIA 

For the sake of prestige and out of feat wbat might happen during seat time, 
icort Governments now desire, whatever the cost and however great the natural 
handicaps, to produce within their own territory as many as possible of the cotnmo- 

ditic*! produced more easily elsewhere* The progress of technology bad made it 

possible for Governments to ful61 such wishes^ at any rate to a considerable extent, 
in practice . — Aldous Hny-ley 

Iq India, enterprise has been very scarce in recent times. Our 
productive resources ate extremely rich. (A) Natural Resources^ 
Nature has been bountiful in her gifts to this country. In her diverse 
types of climate and variety of soils grow almost all the food pro- 
duct and raw materials sufficient to feed a vast population and 
to support an extensive industrial structure. In the bowels of earth 
lie hidden vast quantities of metals and minerals which are our 
enviable national assets. We have rich forests and plentiful 
fisheries. (B) Labour. India is one of the most thickly populated 
countries in the world and possesses immense human labour. Since 
the standard of living is not high, wages ate low. Of course, Indian 
labourers ate not skilled since they do not receive any general or 
specialized training. But their mind is active and they soon under- 
stand the work which is assigned to, them. Consequently, in a pro- 
perly organised economy of the country, labour difficulties will not 
he serious. (C) Capital. Out capital resources are increasing rapidly. 
Wc have, been importing gold from times immemorial, which has 
remained in the country. It is only in recent years that we have 
exported some of our gold. Naturally, therefore, much of this gold 
must be within the country. If our capital resources are not huge, it 
is due to the fact that a large part of out gold is kept in the shape of 
hoards and not converted into the capital by its application to pro- 
ductive purposes. But under the spell of attractive rates of interest, 
systematic and vigorous propaganda and spread of education, a large 
part of this gold may one day be turned into capital and there may 
net be any dearth of it. (D) Orgamzation. In out country few 
people possess organizing ability. We have to import foreign 
personnel for out managerial staff. But Indians are going abroad 
fdt receiving training and experience in this branch and conditions 
might improve in course of time- (E) Enterprise. Though all other 
factors of production' ate plentiful in out country, still our produc- 
tion is negligible and the majority of the population isipoor. . W** '’te 
thus starving amidst plenty. An important reason of this ■ 
that thete'is scarcity of..enterprise.in-.this ..country,. . 



-686 


INTRODUCTION TO ECONOMICS 


forward to take the risk involved in productive processes, our 
national dividend will go up and the income per head will rise along 
with it. 

Reasons For Lack of Enterprise 

Lack of enterprise is generally ascribed to the cowardice of our 
people which makes them afraid of undertaking a business risk. This 
allegation was very true in the past but it has now lost much of its, 
force. As a matter of fact, whenever businessmen are sure of a* 
sympathetic state attitude with regard to any new and profitable 
business line, plenty of enterprise appears in the field. For instance,* 
as soon as protection was granted to the sugar industry in i95z, mills 
rafter mills were started and within the short span of three or four 
years, the country became almost self-sufficient in sugar. 

During the period of the British Rule in India, the policy of 
the State was uasympathetic towards industrialisation. Whenever 
entrepreneur started a new venture, he had to encounter all sorts of 
difficulties. The economic, history of*the world clearly shows that the 
economic advancement of a country cannot take place without active 
assistance on the part of the State. During the British Period, far 
from rendering any assistance, the Government used to put obstacles 
in the way of economic progress. This was the main reason why 
-enterprise was not forthcoming in a large measure in the country. 
It is, indeed, a pleasant surprise that so much industrial progress 
^till took place, in the teeth of opposition, official and non-official. 

India became free on August i5, i947 ; but during the 5 years 
that have since elapsed, economic progress has not been made. Enter- 
prise in desired measure has not been forthcoming. In the initial 
period of our freedom, the Government set its teeth against private 
enterprise and began to hit it by imposing high taxation, holding out 
threats of nationalisation in season and out of season, encouraging 
labour to foment labour troubles and giving them increased wages 
with or without adequate grounds, trying to limit dividend of com- 
panies, and so forth. This led to a drop in production. Slowly 
the Government overcame this early stage of excessive idealism ; and 
“recently their policy has shown greater realism than before. Rate of 
taxation has been reduced ; labour policy is not now so openly 
liberal ; and nationalisation policy has become more sensible. Encou- 
taged by these recent developments, Indian enterprise is slowly 
•coming out of the shell to which it had receded . immediately after 
independence. 

Scope For Enterprise 

Our country is economically backward. No sphere of econo- 
mic production is satisfactorily or sufficiently developed. The scope 
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for enterprise is vast in all the fields. A comprehensive survey of 
the scope in India will cover volumes. We can do here no more 
than to make a repaid survey. Our discussion falls under the follow- 
ing heads : (i) Scope in Extractive Industries, (iil Scope in Manu- 

facturing Industries (iii) Scope in Financial Field, (iv) Scope in 
Transport. 

§ I. SCOPE IN EXTRACTIVE INDUSTRIES 

Agriculture 

India is mainly an agricultural country. The percentage of her 
population depending upon agriculture is excessive ; and the income 
accruing to cultivators from agriculture is poor. Hence it is generally 
taken for granted that there is no scope for enterprise in agriculture. 
Our young men in particular believe that it is barren of any possibili- 
ties. This is an entirely wrong notion. Agriculture is at present in 
the hands of uneducated and poor cultivators and is carried on in 
very crude ways. If educated men, with capital resources, uptodate 
scientific knowledge and managerial ability, come in the field, 
they can make decent profits. 

The field for new enterprise lies in three directions : (<r) Out 
■cultivators practise very primitive methods of cultivation, partly 
-due to their poverty but more to their ignorance and conservatism. 
Resourceful and ambitious men have fait field for the application 
of uptodate knowledge and capital resources in the sphere, (if) 
Extensive cultivation of land is also possible New land can be 
reclaimed by draining marshes and clearing bushes and forests. 
Proper itriganon is likely to make much level land fertile. Entre- 
preneurs venturing into this branch will find many profitable 
avenues of production, (r) The field for intensive cultivation of 
the western variety is also vast. Our cultivation is not at present 
mechanized and docs not make use of recent advances in agricul- 
tural processes brought about by scientists. Large-scale cultivation, 
use of threshers, motor ploughs, elevators, steam or electric locomo- 
tives, etc., is still to come. Pioneers in this field may get chances 
•of earning magnificent rewards. 

Forestry' 

Our forests contain valuable raw materials of various types. 
Their major and minor produces can support a number of industries. 
For instance, bhabar and sabai grasses and bamboos can be used for 
producing , paper. They can also support the lac and rubber in- 
dustries. Turpentine, rosin and sandalwood are other important 
products. But due to several reasons, already discussed, out forest 
industry is undeveloped. There is good scope for enterprise here. 

There ace various other extractive industries pregnant with 
great possibilities, e. fisheries and mining. Talented men will 
find ample scope for the application of their energies in these fields. 
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§ 2 , SCOPE IN MANUFACTURING INDUSTRIES 

It is ia the manufacturing industries^ however, that we finti 
the greatest scope for enterprise* Our industries can be divided! 
into two classes : (i) Industries which do not satisfy the national 
demand fully, and (a) Industries which have foreign markets. Ici 
both of these groups there is scope for enterprise. 

A, Industries Which Do Not Meet National Demand Fully 

Our industrial development being little, there are many in- 
dustries which satisfy only a fraction of our national demand, the rest 
being satisfied by imported goods. All such industries can expand at 
least to the limit of national demand. 

(/?) Iro/; and Steel Industry. Let us first take the main key 
industry, /.f., the iron and steel industry. Our iron and steel in- 
dustry has certainly made appreciable progress, but much room 
for further development still exists. We still depend almost entirely 
on foreign countries for all sorts of machinery, hardware goods^ 
etc. The internal demand for steel is of 2 5 lacs tons but our 
annual output is only lo lac tons. We are not importing much 
steel either. Hence if an entrepreneur applies brain and energy 
in this branch and achieves success, his reward will be magnificent. 
The demand for such products is already vast ; it is sure to 
increase with every step taken on the road of industrialisation and 
mechanisation. 

(i) Chemical Industry, What is true of the iron and steel in- 
dustry applies to the chemical industry as well. Unfortunately, our 
chemical industry is not at all developed and we have to look to 
other countries for necessary chemicals. Raw materials for the 
development of this industry exist In out country and other facili- 
ties are also not lacking. During the Great War I chemical industry 
was developed in India to supply the needs of the Allies, but it 
languished after the war when the Government withdrew its sup- 
port. In the World War II the industry was again developed and 
entrepreneurs found it profitable. We hope this progress will 
continue now. 

(c) Leather, In the agricultural economy of India, animals 
play an important part. Consequently, the supply of hides and 
skins is considerable. In fact, it can support an extensive leather 
industry. The present leather industry is mostly in the hands of 
ignorant chamars. They export partially tanned or untanned hides 
and skins to foreign countries where they ate scientifically tanned 
and sent back to us. Sometimes we import even leather goods. 
This drain of money can be checked if some enterprisers come 
forward and start leather factories on modern scientific lines. 
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(«) Pap!!' Inditslry. \Vc also import considerable qiiantities of 
paper from abroad. The paper factories already started in India 
arc working successfully, and there is a gteat scope for many 
more. Grasses and bamboos from which paper can be madeare in- 
exhaustible in supply ; the demand for paper is great and is increas- 
ing with increase in li’cracy. It is, as such, an attractive line for 
the application of enterprise. 

(/) Others. The above industries by no means exhaust the 
list. There is a large number of similar industries which have not 
yet extended to the limit of national self-sufficiency and where the 
scope for enterprise is great. 

B. Industries Exporting Goods Abroad 

{<7) Cotton Textile Industry. Among the industries which have 
foreign markets, the industry which deserves the first place is the 
cotton textile industry. This is the most important industry in India 
and it has created foreign markets for its products very recently. In 
i95o, India exported cotton textile manufactures to the tune of 
Rs lie crorcs. The Government do not allow free export of cloth 
for the feat that a scarcity of cotton cloth might arise for internal 
consumption. Obviously there is a good scope for the extension of 
this industry. 

(])) Jute Industry. Jute industry is the only industry in India, 
which is mainly dependent upon foreign markets. Before Partition 
we used to export both raw and manufactured jute in large quantities. 
But after the division of the country, most of the jute-growing 
tracts went over to Pakistan but most of the jute mills are in India. 
This has created a new situation. We now import raw jute and 
export jute manufactures. We have discussed this industry in detail 
in Chapter 58 to which rcicrence may be made. 

(0 Industry The total output of sugar in India was lo 
lac tons ; and this was our internal demand as well. But recently 
the output of sugar has increased to such an extent that sugar has 
been dc-rationed ; and export of sugar has begun to take place. This 
is an industry in which a considerable room for enterprise has 
recently arisen. 

§ 3. SCOPE IN FINANCIAI, LINES 

Financial businesses also furnish fair scope for enterprise. Of 
these insurance and banking arc important. 

Insurance 

Insurance is becoming widely popular in this country and is 
likely to increase as people come to realise the value of insurance. 
At present out of the 579 insurance companies working in India, of 
which a3a are constituted in this country and the rest, abroad. Indian 
•entrepreneurs can displace foreign concerns from this field. Again, 
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aB the demand for insurance is increasing rapidly^ they can set up new^ 
offices to meet this demand. Finally, some Indian life offices have 
extended their operations outside India mostly in British East Africa> 
Ceylon and Straits Settlement. Foreign markets can be exploited still 
further. 

Banking 

In banking again the scope for enterprise is great. Our foreign 
exchange business is almos*’ entirely in the hands of foreign banks. 
There is not a single leading Indian exchange bank. The Central 
Bank of India once started one but the cut-throat competition of 
the foreign banks suffocated it. Apart from foreign exchange 
business, we do not have industrial banks and land mortgage banks. 
Even in commercial banking there is field for further extension. 
Our country is very poorly supplied with banks and the scope for 
enterprise in this branch is definitely great. 

§ 4. SCOPE IN TRANSPORT 

Railways 

We are not well supplied with facilities^ for transport. Even 
the railways, which are the most important means of transport, ate 
inadequate. The interior of the country is not connected with any 
important railway station from market unless it be by kutcha road^ 
The scope for enterprise in this line is great. 

Motor Transport 

The urgency of more railways has been reduced due to the 
increase ia motor transport. Motor transport has recently become 
important. The scope for its extension is vast since it can serve 
as a cheap and efficient link between far-flung hamlets and busy towns. 
It can aid the exploitation of natural resources and the distribution 
of goods amongst consumers. As such, scope for motor transport 
is great. The manufacture of motor vehicles is equally profitable. 

Ocean Transport 

In the oceanic transport Indian enterprise is lacking to a 
deplorable degree, mainly due to the apathetic attitude of the Govern- 
ment during British Period. In i924, only x 3 p, c. of the Indian 
coastal trade and ^ p. c. of the foreign oceanic trade of India was 
conducted by Indian ships. The share of Indian ships in the coastal 
trade has now increased to a 5 per cent ; but condition is not much 
better. Considerable scope for enterprise still exists. Government 
should assist the growth of our shipping industry. Most of the 
countries of the world maritime reserve coastal shipping to national 
ships. The Mercantile Marine Committee of i923 recommended 
the same for India but this recommendation was not accepted by 
the Government. Given proper help and Government support, this 
industry is bound to develop in our country. 
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QUESTIONS 

U *India is rich in productive resources but her people are poor\ Atnpliff 
Ibis statement. Why is it so ? 

2. Why is enterprise shy in this country ? Discuss fully. 

3. What is the scope for enterprise in this country ? Discuss fully, 

4. What is the scope for enterprise in the manufacturing industries in India T 

5. Ib there much scope for enterprise in extractive industries, fiuaociai 
lines, and in transport in this country 7 

EXAMINATION QUESTIONS 


U. P., Int. Arts 

1. What ate the occupations in tvhich, in your opinion, there are good 

chances of making profits ? Why ? (1950) ( 

2. What do you understand by profits ? Has there been any extension of 
the field for enterprise in India in recent times ? Illustrate your answer. (1941) 

3. Why is the payment of profits necessary in the economic system of today T 

*'Tbc field for enterprise Is vast in India, bat the enterprise has been and 
slow in appearing’*. Why has this been the case ? How would you remedy the 
situation ? (1932) 

Ittt, Arts 

4. How arc profits determined f What arc the fields in India open for 
business enterprise t (1934) 
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CHAPTER 66 

PUBLIC FINANCE AND TAXATION 


Public Finance is concerned with the income and expenditure of public 
authorities, and with the adjustment of the one to the other. — Dalton. 

§ I. DIVISIONS OF PUBLIC FINANCE 
Meaning of Public Finance 

In every developed society, some form of Government organi- 
zation exists. Government has certain functions and duties to 
perform. These functions are either ntcessiry or optional. The 
defence of the country against foreign aggressor, the mainten- 
ance of peace within the country and the enforcement of law 
for the punishment of evildoers ate necessary functions. The option- 
al functions of a Government are those functions which a Govern- 
ment is pre-eminently suited to perform by virtue of its position 
as a central body and a large capitalist. It may provide a good 
currency and a uniform system of weights and measures, good 
roads and railways and efficient post and telegraph offices. The 
more a Government plays the role of an educator, the more 
numerous its optional functions tend to become. Ail these func- 
tions involve expenditure, to meet which Government needs 
money. Therefore, it has to raise revenue. The science which 
studies the wealth- getting and wealth-spending activities of the State 
is known as Public Finance. As Findlay Shirras puts it. Public 
Finance is the science which is concerned with the manner in which 
authorities obtain their income and spend it.^ 

Divisions of Public Finance 

Public Biipenditure and Public Keoenue are the two obvious 
branches of Public Finance. Sometimes the income of the State falls 


IFindlay Shirras, The Science of Public Fitiame, Vol, I, 
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short of its revenue, and the Government has to borrow money*. 
The problem of Vuhltc Debt is so important that it is studied as a. 
separate branch of Public Finance. Finally, the financial adminis- 
tration, involving the framing of budgets, auditing and the like, has^ 
also got to be studied. Financial Administration emerges as the fourth 
branch of Public Finance. Public Revenue, Public Expenditure, 
Public Debt and Financial Administration are, then, the four divisions- 
of Public Finance. 

Public Expenditure 

Scant attention was paid to Public Expenditure up to i9th 
century. It was only recently when increase in population, prices, 
standard of living and frequency and expenses of wars increased 
public expenditure enormously that it began to be studied as a sepa- 
rate branch of Public Finance. 

Public and Private Expenditure. The reader will appreciate 
certain significant differences between public and private expenditure* 
Firstly, the income of a private individual is usually, more or less, 
fixed and he has to adjust his expenditure to it The State, on the 
other hand, first finds out the probable expenditure of the coming 
year and then adjusts its income to it. Secondly, a private individual 
regards a surplus of income over expenditure as a mark of wisdom, 
for that helps him in the proverbial “rainy day’\ But, in Public 
Finance, a surplus is considered to be bad since it shows that people 
have been taxed unnecessarily and also because a surplus makes State 
officials wasteful. The ideal to be achieved by a finance minister is 
a small deficit which makes State officials careful in spending money. 
Thirdly, public expenditure is of a compulsory character. For 
instance, expenditure on defence must be incurred and interest on 
debt must be paid. But in private expenditure, the will of the indivi- 
dual often determines the amounts and directions of its application. 

Public Revenue 

Writers on Public Finance have divided Public Revenue in a 
variety of ways. Without going in detail, we may point out the 
main sources of revenue of the modern State which are as under : 

(1) Public Domain. Government is the direct owner of certain 
land, forests and mines ; and receives a revenue therefrom. 

( 2 ) Fines and G‘pts, Sometimes the State charges a penalty 
from the offenders of law. These fines ace not levied primarily with 
the object of deriving a revenue. Nevertheless, they are as good 
as any other source of income. Sometimes some rich persons volun- 
tarily give some donations to the State for humanitarian objects. 
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(5) K/i/f or Price. The modern State carries on certain enter- 
prises like post offices, railways, etc. The price paid by the purchasers 
of the goods or services sold by these enterprises, is a source of 
income of the State. When you buy a post-card, you pay nine pies 
as its price. A rate or price has been defined as a payment made by 
an individual for a service or commodity sold by the Government. 

(4) Taxes, Fees and Assessments. The above sources of income 
do not yield sufficient revenue. The main sources of income of the 
State are taxes, fees and special assessments. 

A tax is “a compulsory contribution to the Government to 
defray the expenses incurred in the common interest of all, with- 
out- reference to special benefi^t conferred.” Tax differs from price 
in the sense that, firstly, tax is compulsory while price is voluntary, 
and, secondly, the payer of price is directly benefited while the 
tax-payer may not be benefited directly and proportionately. For 
instance, if a rich man pa 3 fs Rs. 5,ooo per month as tax, he might 
get only a little benefit in return in the shape of security of life 
and property ; while the rest of the money might be spent by the 
State on the improvement of the “slums’* ; but if he purchases 
ten envelopes, he receives full value for what he pays. As Prof. 
Taussig puts it, “ the essence of a tax is the absence of a direct 
quid pro quo between the tax-payer and public authority.” We some- 
times pay fee to the State, e, g., court-fees and stamp fees. Fee 
has been defined as a payment to defray the cost of each recur- 
ring service undertaken by the State primarily in the public interest 
but conferring a measurably special advantage on the fee-payer. 

Sometimes an improvement is effected by the State in the 
public interest but those who benefit by it are charged in pro- 
portion to the benefit conferred. For instance, a road might be 
improved and the expenses collected in the shape of special assess- 
ments from those who directly benefit by it. It is American in - 
its origin and application. It has been defined as a compulsory 
contribution levied in proportion to the special benefit derived to 
defray the cost of public improvement to property undertaken in the 
public interest. 

§ Z. CANONS OR PRINCIPLES OF TAXATION 

Taxation is considered to be the most important part of the 
Science of Public Finance. Taxation is one of the sources of 
income of the Government and its study is thus merelv a nnrr 
of the whole science. ^ ^ 

The qualities desirable in a system of taxation have been 
embodied by Adam Smith in four canons or principles.® Sub- 


2Adam Smith, Wealth af Nations, Book II, Chap. II, Sec. 2. 
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sequent writers have generally followed and adopted them and they 
have now become classical. They arc stated below : 

(i) Frinciple of Equality or Equity, ‘‘The subjects of every 
State ought to contribute to the support of Government, as nearly 
as possible, in proportion to their respective abilities, i, e., in pro- 
portion to the revenue which they respectively enjoy under the 
protection of the State. In the observation or neglect of this 
maxim consists what is called the equality of taxation.” 

This principle, known as the principle of equity, discusses 
the lines of levying taxes equitably. It is generally agreed upon 
that contributions collected by the State from its members should 
be such as to inflict equal sacrifice on each of them. According 
to Adam Smith, principle of equal sacrifice will be put into prac- 
tice if taxes are collected in proportion to the incomes of the 
members of the State. Such taxation is known as Proportional 
Taxation, Adam Smith finds probably few followers today. Modern 
economists generally maintain that equality of sacrifice can be 
brought about if the rich pay more than proportionately to their in- 
come and the poor less than proportionately. Such taxation is known 
as Progressive Taxation : and is coming widely into popularity. 

( 2 ) Frinciple of Certainty. The tax which each individual is bound 
to pay ought to be certain, and not arbitrary. The time of pay- 
ment, the manner of payment, the quantity to be paid, ought all 
to be clear and plain to the contributor and to every other per- 
son. This statement is so clearly worded as to require no ex- 
planation. Certainty implies absence of speculation in the finance 
of the State and the discouragement of arbitrary exactions on the 
part of tax-gatherers. 3 

(3) Frinciple of Convenience. “Every tax ought to be levied at 
the time or in the manner, in which it is most likely to be con- 
venient for the contributor to pay it. A tax upon the rent of 
land or houses payable at the same time at which such rents 
are usually paid, is levied at a time when it is most likely to be 
convenient Tor the contributor to pay ; or when he is most likely 
to have wherewithal to pay. The greater the convenience to the 
tax-payer, the less the time and resources involved in the collec- 
tion and payment of taxes. , Taxes on commodities, called indirect 
taxes, are very convenient since they are paid by the consumer 
in a manner that is convenient to him. He pays them little by 
little as he has occasion to buy goods. 


3Adatn Smith wioic, "The certainty of what individual ought to pay is, in 
taxation, a matter of so great importance, that a very considerable degree of 
inequality, it appears, 1 believe from the experience of all nations, ts not near so 

‘ ainty." 
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(4) 'Principle of Economy, “Every tax ought to be so contrived 
as to take out and to keep out of the pockets of the people as little 
as possible over and above what it brings into the public treasury of 
the State.” This principle means that those taxes should be given 
preference whose cost of collection is less in proportion to their yield 
and which cause least injury to the economic interest of the tax- 
payers, For instance, if the collection of a tax requites the services 
of an army of collectors whose activities cause the tax-payers to 
stop business for some time, the cost incurred by the State and the 
injury inflicted on the tax-payers will be so great as to constitute a 
flagrant violation of the principle of economy. 

Modern Additions to the Above Principles, Modern writers have 
added three more principles to the above tour Adam Smithian princi- 
ples of taxation. 

(5) Principle of Prodnciiviiy. This principle requires that a tax 
should be productive of handsome yield. The imposition of several 
taxes yielding small proceeds cause great vexation and inconvenience. 
It is better to impose only one tax which can produce large return, 

(6) Principle of Elasticity. An ideal system of taxation should 
consist of some taxes whose income might automatically increase in 
wealth and population, or can be made to increase to meet sudden or 
exceptional demand for revenue without necessitating considerable 
increase in the cost of collection. Income lax is an ideal tax from 
this point of view. 

(7) Principle of Simplicity. A systemjof taxation should be sim- 
ple, plain and intelligible to the masses. 

§ 3. DIRECT AND INDIRECT TAXES 


Meaning 

Taxes are either direct or indirect. “A direct tax is one which 
is demanded from the very persons who, it is intended, or desired, 
should pay it,” Income-tax is a direct tax; it is collected from per- 
sons earning incomes beyond a certain minimum, and they cannot 
pass it on to others. Similarly inheritance tax is collected from the 
inheritor at the time the property is inherited, and he cannot shift it 
on to anybody else. 

Indirect taxes are those which are demanded from one person 
in the expectation and intention that he shall indemnify himself at 
the expense of another.^ For instance, when an importer imports 
sugar or cigarettes he is charged import duty. It is not intended 
that he himself will bear its burden, but that he will recover the 
amount so paid from consumers by means of an advance in price. 


4j. S. Mill, Principles of Peliticol ofB..ommy, Bk. V. Ch. 3, § 3. 



698 


INTRODUCTION TO ECONOmCS 


Sometimes a direct tax is passed on to other persons. For ins- 
tance, a businessman paying income-tax may enhance the prices of 
goods sold by him with a view to recover the amount paid as tax. 
But this will not make it an indirect tax* It is the intention of levying 
the tax which decides whether it is direct or indirect ; and in the 
present case the intention was that the tax-payer should bear its 
burden. 

The Advantages of Direct Taxes 

The advantages of direct taxes, like income tax, inheritance tax, 
land tax, etc., arc the following: (i) They are economicaL A direct tax 
is paid by the ultimate tax-payers to the State; as such the cost of 
collection is small. ( 2 ) They are certain^ The tax-payer knows wbat 
exactly he has to pay and the State authorities know what they have 
actually to receive. (3) They are equita le^ The person on whom the 
burden finally falls can be generally definitely ascertained and the 
rate of payment easily proportioned so as to equalise sacrifice. 
(4) They are elastic^ Direct taxes can be easily increased to meet the 
emergent demand on the State purse* Moreover, their proceeds 
automatically increase as wealth and population increase. The various 
adjustments and amendments made in the Indian Income-Tax Act to 
suit the varying needs of the Government illustrate this point fairly 
well. (5) They arouse civic consciousness^ When a man pays direct taxes, 
he feels that he is contributing something towards the maintenance 
of the State and he naturally tries to understand whether bis money 
is being properly utilised or not. 

The Disadvantages of Direct Taxes 

(i) Thej are sometimes very inconvenient. For instance, an income- 
tax-payer has to keep an elaborate system of accounts to suit the 
whims of tax-gatherers and to fill up a detailed statement, both of 
which cause considerable inconvenience. Sometimes the time of pay- 
ment is also unsuitable. ( 2 ) They are tried to he evaded. An income-tax- 
payer, in order to escape taxation, gives wrong statements. Sach 
cases arise almost every day. Direct taxes have, therefore, been called 
taxes on honesty. (3) The basis of assessment is arbitrary and, there 
fore, the lifccHfciood of doing injustice to certain sections of com- 
munity is great. 

The Advantages oflndircct Taxes 

Indirect taxes possess the following advantages: {i) They are 
very convenient. They arc mixed up with the prices of commodities 
znd the purchasers do not feel that they arc paying any tax. More- 
over, the tax is paid little by little as purchases arc made. Finally, 
as the consumer is at liberty cither to buy or not to buy, as he 
pleases, it must be his own fault if he ever suffers any considerable 
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■iacoaveaiences from such taxes, (a) They can be collected from even 
the proper sections of community. It is a priaciple of statecraft that 
■each member of the State should pay something, however little, 
towards the maintenance of the State. It is generally the indirect 
taxes which make it possible. (5) Some of them are elastic. Taxes 
levied on articles of necessaries are very elastic : since the demand 
for such articles remains almost the same in spite of an increase in 
price due to the imposition of an extra tax, the yield increases if the 
rate of tax is pushed up. But if the elasticity of demand for the 
article taxed is great, an increase in tax is accompanied with a fall in 
the yield. \A) They cannot be easily evaded. Because they are included 
in the price of articles which cannot be had unless the price is paid, 
their evasion is not possible. (5) Sometimes they are levied on in- 
toxicating liquors and drugs and similar articles and do a distinct social 
service by restricting their consumption. 

The Disadvantages of Indirect Taxes 

(i) They are inequitable. The rich or the poor, whoever pur- 
•chases the article, has to pay the same price. As such, the poor 
have to make greater sacrifice than the rich, (a) They are uneconomical. 
Usually some middlemen intervene between the ultimate tax-payer 
and the State, and they can easily increase the price of the goods 
taxed beyond what is justified by the rate of the tax. (5) Since the 
payer of indirect taxes does not feel that he is paying a tax, his civic 
.consciousness is not stimulated and he is not led to take a keen interest 
in the matters of the State. (4) These taxes are uncertain. The actual 
extent of consumption and, therefote, the ultimate yield, cannot be 
•definitely anticipated. (5) As shown above, some indirect taxes arc 
inelastic. 

Direct Taxes versus Indirect Taxes 

Sometimes the advantages and disadvantages of direct and 
indirect taxes are compared in order to find out which is the better 
■of the two. Such attempts are not of much practical value. Each 
of them has advantages and disadvantages and they cannot be weigh- 
ed in the balance to draw definite conclusion in favour or against 
•either of them. In any taxation system, both kinds of taxes must 
be present ; they ate like the two legs of a man each of which is 
necessary for walking. In the famous words of Gladstone, they arc 
like two attractive sisters and it is the duty of every finance minister 
to pay his respects to both of them. 

The Case of India. The quest becomes a proper one if it is posed 
in a slightly different way. We may well ask : Should a particular 
•country impose direct or indirect taxes to increase the State revenue 
•equitably or to make the taxation system just ? The answer will 
jiaturally depend upon the conditions prevailing in each country. 
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Let US take the case of India. Our tax system is not well balanc«^ 
ed. It relies unduly upon indirect taxes, mainly because they are not 
felt by the payers. Indirect taxes, as already said, fall more severely 
on the poor than on the rich. Most of our important sources of 
income are indirect taxes like excise duties, customs duties, etc. The 
only important direct tax is income-tax. Consequently, in order to 
make our system well balanced and ethically just, more direct taxes 
should be introduced. 


TEST QUESTIONS 

1. Explain the meaning of Public Finance. What a>c the divisions of ‘‘his- 
science ? 

2. Compare the public and private expenditure. Discuss tbc chief sources 
of pubUc revenue. 

3. What are the canons or principles of taxation ? Explain fully. 

4. Distinguish between direct and indirect taxes. Discuss the advantages 
and disadvantages of each. 

5. Compare tbc advantages and disadvantages of direct and indirect taxes. 
Which of them is better than the other ? Discuss with special reference to 
India. 


EXAMINATION QUESTIONS 

tJ, P., Inter. Arts 

1. Write a note onJDircct and Indirect Taxes. (1952, 1950,1948) 

2. Clearly point out the merits and demerits of direct taxes. (1943) 

3. Write shoit notes on (a) direct taxation ; (b) excise duties ; (c) customs 

duties ; (d) octroi duties ; and (e) salt-tax. (1942) 

4. Discuss the merits and demerits of any four of the following taxes : (a) 
salt-tax, (b) an excise duty on sugar, (c) cycle-tax, (d) income-tax, (c) an 

duty, (f) entertainment taxes and (g) inheritance tax. (1939) 

U. P., Inter. Ag. 

5. Explain the principles of taxation. Arc those principles followed in 
India ? (1950) 

Patna, Inter. Arts 

6. How do you distinguish Direct Taxes from Indirect Taxes } Discuss 
their relative merits. (1949A) 

7. What ate the canons of taxation ? How far can you justify the salt-tax in 
India? (1947S) 

8. Discuss the relative merits of direct and indirect taxes. (1945A) 

Banaras, Inter. Com. 

9. Point out the diiTercncc between direct and indirect taxes and explain the 
advantagesof each. (1948) 

10. Explain very briefly the advantages and disadvantages of direct and in- 
direct tixes. Illustrate with reference to taxes existing in India. (1947) 

Nagp or. Inter. Arts 

11. Explain the canon of equality In taxation. How far docs it apply (o the 

Indian iar^mc tar ? (1948) 
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12. Explain clearly with examples the main characteristics of direct and in- 
direct taxes. Give a list of all the direct taxes in India. Why ate direct taxes, 
xinpopular ? (1947) 

Nagpur^ Inter. Com. 

13. Describe Adam Smith’s Canons of Taxation. How far docs India foIlo\r 
these canons ? ^1948) 

14. Explain clearly with examples the main characteristics of direct and 
indirect taxes. Give a list of all the direct taxes in India. Why arc direct taxes 
unpopular ? (1947) 

Sagar, Inter. Arts 

15. What are the direct and indirect taxes ? Give their merits and denietits^ 
(1949) 

16. Describe chief principles of taxation. (1949Sup.) 

17. Explain clcaily Adam Smith’s Canons of Taxation. (1948) 

Sagar, Inter. Com. 

18. Explain what do you understand by direct and indirect taxes and examine 
their relative merits and demerits. (1949, Supp) 

19. State and explain Adam Smith’s Canons of Taxation. (1949) 

20. What arc direct and indirect taxes ? Explain the merits and demerits 
of each. Name in^o direct and in*o indirect iaxes in India. (1948) 

Poona* Inter. Arts 

21. What is a tax ?' Do you think that the rich should pay more in taxes 
than the poor and why ? (1949) 

Andhra, Inter. Arts 

22. State and explain Adam Smith’s four Canons of Taxation. What are 
the modern additions to Adam Smith’s list ? (1950) 

23. What is progressive taxation ? How can it be justified with refer- 
ence to the canon of equity ? (1944) 

Travancore, Inter. 

24. What arc the chief canons of taxation ? In the light of these principles 
examine the salt tax and income tax in India. (1943) 

25. Distinguish between direct and indirect taxes. Discuss the advantages 
and disadvantages of each. (1943) 

Punjab* Inter. 

26. Discuss the principles of taxation. What are the dangers of ignoring 

these principles ? (1951) 

27. What are the advantages and disadvantages of direct taxes ? Is sales 
tax a direct or an indirect tax ? (1950) 

28. Distinguish between direct and indirect taxes. Which would you ad- 
vocate for raising enough revenue ? (1949) 

29. Write a note on a good tax system (1949 



7oo 


INTRODUCTION TO ECONOMICS 


Let US take the case of India. Our tax system is not well balanc** 
ed. It relies unduly upon indirect taxes, mainly because they are not 
felt by the payers. Indirect taxes, as already said, fall more severely 
on the poor than on the rich. Most of our important sources of 
income are indirect taxes like excise duties, customs duties, etc. The 
only important direct tax is income-tax. Consequently, in order to 
make our system well balanced and ethically just, more direct taxes 
should be introduced. 


TEST QUESTIONS 

1. Explain the meaning of Public Finance. What aie the divisions of this 
science ? 

2. Compare the public and private expenditure. Discuss the chief sources 
of public revenue. 

3. What arc the canons or principles of taxation ? Explain fully. 

4. Distinguish between direct and indirect taxes. Discuss the advantages 
and disadvantages of each. 

5. Compare the advantages and disadvantages of direct and indirect taxes. 
Which of them is better than the other ? Discuss with special reference ta 
India. 


EXAMINATION QUESTIONS 

U, P., Inter. Arts 

1. Write a note onJDircct and Indirect Taxes. (1952, 1950,1948) 

2. Clearly point out the merits and demetits of direct taxes, (1943) 

3. Write sbojt notes on (a) direct taxation ; (b) excise duties ; (c) customs 

duties ; (d) octroi duties ; and (e) salt-tax. (1942) 

4. Discuss the merits and dements of any four of the following taxes : (a) 

ialt-tax, (b) an excise duty on sugar, (c) cycle-tax, (d) income-tax, (c) an octroi 
doty, (f) cntcffainmcnt taxes and (g) inheritance tax. (1939) 

U. P., Inter. Ag. 

5. Explain the principles of taxation. Ate those principles followed in 
India? (1950; 

P.afna, Inter. Arts 

6. How do you distinguish Direct Taxes from Indirect Taxes ? Discuss 
their relative merits, (1949A) 

7. What ate the canons of taxation ? How far can you justify the salt-tax m 
India? (1947S) 

8. Discuss the relative merits of direct and indirect taxes. (1945A) 

Banaras, Inter. Com. 

9. Point out the difTcrence between direct and indirect taxes and explain the- 
advantages of each. (194R) 

10. Explain very briefly the advantages and disadvantages of direct and in- 
direct tjxcs. Illustrate with rcfcicnce to taxes existing in India. (1947) 

Kappar, Inter. Arts 

11. Explain the canon of equality in taxation. How far docs it apply to the 

Indian inromc tax ? (1948) 
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12. Explain dearly with examples the main charactcfistic^ of direct and in- 
dIfcc^ taxes. Give a list of all the direct taxes in India, Why ate direct taxes- 
tjnpopular T (1947) 

Nagpur, Inter, Com. 

13, Dc*cribc Adam Smith’s Canons of Taxation, How far docs India follow 

these canons ? v^948) ^ , , 

14* Explain clearly with examples the main characteristics of direct and 
indirect taxes. Give a list of all the direct taxes in India. Why arc direct taxes 
unpopular ? (1947) 

Sagar, Inter* Arts 

15. What arc the direct and indirect taxes ? Give their merits and danctits,. 
(1949) 

16. Describe chief principles of taxation. (1949Sup.) 

17. Explain clearly Adam Smith’s Canons of Taxation. (1948) 

Sagar, Inter. Com. 

18. Explain what do you understand by direct and indirect taxes and examine 
their relative merits and dements. (1949,SupD) 

19. State and explain Adam Smith’s Canons of Taxation. (1949) 

20. What arc direct and indirect taxes ? Explain the merits and demerits 
of each. Name in^o direct and two indirect taxes in India, (1948) 

Poona, Inter. Arts 

21. What is a tax ? Do you think that the rich should pay more in taxes 
than the poor and why ? (1949) 

Andhra. Inter, Arts 


22, Slate and explain Adam Smith’s four Canons of Taxation. What arc 
the modem additions to Adam Smith’s list ? (1950) 

23. What is progressive taxation ? How can it be justified with refer- 
ence to the canon of equity ? (1944) 

Travancotc, Inter. 

24, What arc the chief canons of taxation ? In the light of these piindplcs 
examine the salt tax and income tax in India. (1943) 

25. Distinguish between direct and indirect taxes. Discuss the advantages 
and disadvantages of each, (1943) 

Punjab, Inter. 


26. Discuss the principles of taxation. What are the dangers of innorino 
these principles ? (1951) ^ ignoring 


27. Wbat arc the advantages and disadvantages of direct taxes ? 

tax a direct or an indirect tax ? (1950) 

28. Distinguish between direct and indirect taxes. Which would 
vocatc for raising enough revenue? (1949) 

29. Write a note on a good tax system (1949 


Is sales 
you ad- 



CHAPTER 67 

CENTRAL FINANCE IN INDIA 

Wc d ) not object to the ficc being kept up, but to the absence of any cooking 
pot over it And when the cost of the blaze becomes so exorbitant as to leave 
•nothing over to fill the pot with, then, if in answer to the tears which spring from 
the gnawing emptiness within, the question is thundered against us. ^'Are ye not, 
^hen, to light up your hearth V, wc have to falter back, ^'Yes, yes no doubt, but 
•not for our cremation, please .*’ — Kahsfidra Noth Tagore (On Defence Expenditure). 

§ I. INDIAN PUBLIC FINANCE 

Public finance in India can be divided into three classes : (i) the 
finance' of the Government of India, which is known as the Central 
‘Finance ; (ii) the finance of State Governments, which is called 
State Finance ; and (iii) the finance of Local Bodies like 
Municipalities and District Boards, which bears the designation of 
Local Finance. 

The most noticeable trend in the public finance of India in 
-recent times has been a considerable increase in revenue and expen- 
diture. In 1 93 8-39 (/. f., before the World War II), the income and 
expenditure of the Government of India was of the order of Rs 85 
^rorcs and of the State Governments of the order of about Rs 8o 
•crofcs. But in i95i-52 these figures shot up to Rs 4oo crores and 
Rs 3oo crores respectively.* In other words, the income and expen- 
diture of the Governments in India have increased about four times as 
compared to pre-war period. The table below makes it clear : 


Income and Expenditure of Governments in India 
(In crores of Rupees) 


! 


1938-39 

1 


i9U-5z 



i 

Income 

1 

i 

Expen- ' 
diturc 

Surplus i 

(4) 

or 

Deficit 

(-) 

i ^ 

1 

Income 



Government 
of India i 

j 84'5 

i i 

( ! 

— 0-6 j 

4oi*9 

1 375-8 

1 

^ -f 26*1 

«Statc Gov- 
xromcDt 

i 79-4 

1 

1 ! 

— 1*1 1 

3o8-8 1 

1 

3 1 1*6 

- 2-8 

Total 

i i63-9 

1 

1 i63-6 

» 

—1-7 

, 710-7 

1 

687-4 

+ zi-i 


This rcfcfi (o I Sfatc* only. 












CENTRAL FINANCE IN INDIA 


7o5 


The most importaat cause of this considerable change has been 
the World War II which was responsible for very great increase in 
;governmental expenditure in India as in other countries. During the 
war period and the post-war period, the price level registered great 
heights and it increased the public expenditure. Besides this, India 
'became free in i947 and Pakistan became a separate country. This 
-also created a lasting effect on the public finance of this country. 

Wc will now show the financial position of the States of India 
•in the table given below : 


Finance of States in India, 1951-52 
(In crores of Rupees) 


State 

Income | 

Expenditure 

Surplus (-h) 
Deficit (— ) 

I. Bombay 

6o-6 

6o*6 

— 

2. Uttar Pradesh 

6i-3 

6i*5 

— O'Z 

3. Madras 

59 6 


—0-7 

4. West Bengal 

54-0 

38-8 

—4-8 

5. Bihat' 

56-0 

5i-i 

4 4‘8 

'6. Madhya Pradesh ... 

20’4 

, 20-5 


7. Punjab (I) 

i6’6 

i6-8 

— 0’2 

■8. Orissa 

io‘6 

11-5 

— 0*9 

9. Assam 

9-6 

io'6 

— I'O 


In the next table given below, the important details of the 
1 95 1-5 2 budget of the Government of India ate mentioned : 

Government of India Budget, 1951-52 


Income 

Rs. 

(crores) 

Expenditure 

Rs. 

(crores) 

Customs Duties 

1 56’o 

Direct Demands on Reve- 




nue 

i4'4 

Central Excise 

, 79-6 

Debt Services 

57-3 

Corporation Tax 

32 7 

Civil Administration ... 

54*5 

Income-tax 

i32'2 

Currency and Mint 

2-6 

Currency and Mint ... 

iz'5 

Civil Works, etc. 

x3-5 

Railways 

7*3 

Miscellaneous 

44-6 

Post and Telegraph ... 

2-5 

Defence Services ... 

iBo’o 



Contributions and Adjust- 



' i 

ments between Central & 




State Governments ... 

1 5*4 



Extraordinary Items 

i3.6 



Total Expenses ... 

375.8 



Surplus 

26.1 

Rs. 

4oi‘9 t 

y- Rs. 

” 40 1 ’9 


t In the tax-revenue, the share of the States is 'included. 
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§ Z. SOURCES OF CENTRAL REVENUE 

The following is an account of the chief heads of revenue of 
the Government of India : 

(1) Customs Duties. Taxes on duties levied on the goods- 
exported from or imported into a country are known as customs- 
duties, A list of such duties is known as tariff. The duties levied 
on imports are known as import duties and those levied on export, 
export duties. 

Customs duties used to bring to the Government of India before 
the World War II about 5 5 crores of rupees ; and they constituted a 
little less than 5o p. c. of the entire revenue of the Central Govern- 
ment, But now, even after the formation of Pakistan, the Govern- 
ment of India got Rs i 56 cr. from this source in i 95 i- 52 , which 
was i/3 rd of total revenue. 

Before the First Great War, our tariff policy was based on 
free trade theory^ i. e., the policy of allowing free imports and exports 
without imposing prohibitive export and imp )rt duties. The customs 
duties, such as they were, were fairly low and were not intended to- 
chcck foreign trade but simply to collect revenue. Such duties were 
called revenue duties. During and after this war, the Government 
were in need of funds and these duties were considerably increased. 
Still later, the Government changed their tariff policy from free trade 
to protectionism, e.y the policy of protecting Indian industries by 
imposing heavy duties on competitive imports. Such duties arc 
known as protective duties. The adoption of this policy increased 
import duties on several commodities fairly high and the customs 
revenue increased. 

Customs duties may be ad valorem or sj.ed]ic. Ad valorem duties arc 
charged according to the value of the goods and are often expressed 
as a percentage of their price. Specific duties, on the other hand, 
are fixed charges calculated according to the number, volume, weight 
or measure of the commodity. Most of the duties in India are ad 
valorem. 

(2) Income-Tax. Income-tax is the next important source of 
income. Before the World War I, it used to bring a revenue of 
Rs 1 5 to Rs 20 crores per year. But now, even after the formation 
of Pakistan, it brought Rs 1 3 z *2 crores in i 95 1 - 52 . Income-tax is levied 
on incomes crossing a certain limit. It was first introduced in India 
in i860 under the financial stringency caused by the Mutiny. Since 
then it has had a ver}* long and chequered history. 

The rates charged at the present time arc as follows^ :• — 

tin addition to thh7thcrc h a suPCf-tax. Thcic is noiupcr-tax up to Rs 25,00. 
of onc*s incotT^c On additional Rs IS^OOO of income, the rate of super-tax is 3asU' 
per rupee. Oo htpher incomes, the rale i^ even higher. 
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Less than Rs. i,5oo 

Rs. i,5oo to Rs. 5,000 
Rs. 5,000 to Rs. 10,000 
Rs. 10,000 to Rs. 1 5,000 
On the balance of total income 


Rafe per Rupee 
Nil 

9 pies 

I anna, 9 pies 

3 annas 

4 annas 


Income-tax is a direct tax and, as such, it has the merits and 
•demerits of such taxes. Generally speaking, its ahantages ate that 
it can be equitably levied since its incidence can be definitely known. 
Again, it is elastic, its yield increasing with little manipulation or 
with an increase in the wealth and population. It is also certain and 
economical and arouses civic consciousness. Its demerits are also 
obvious. It is a tax on honesty and attempts are often made to evade 
it by keeping false accounts and otherwise. It is also inconvenient 
as the filling up of forms and the maintenance of proper accounts 
involve trouble. It is not paid by the poor sects of communities; and 
if the rates are increased very much, it discourages savings. 

The main points of criticism of the Indian Income-Tax in its 
present shape are that it does not take into account the size of the 
family ; and it unjustly exempts agricultural income from its scope. 

(5) Salt Tax. The salt revenue was inherited by the Britishers 
from their predecessors. Before the World War II, it used to 
produce- an annual yield of about 8 crores of rupees. But salt tax 
was the most unpopular tax in India. The people resented it very 
much, so much so that Mahatma Gandhi made the non-payment of 
■salt tax on the manufacture of salt a core of his civil disobedience 
movement. When India became free, the Government of India took 
steps to abolish this tax. No licence is now needed to manufacture 
•salt nor has any tax to be paid on it. 

It was criticised on the following grounds : (i) Salt is necessary 
for existence, and in principle it is bad to tax a necessity. This tax 
had the'evil effect of decreasing the consumption of salt by people 
and cattle, which told upon their health, (ii) This tax had to be paid 
by the poorest, whose poverty made it very burdensome. It became 
all the more harsh because they had to pay a number of other taxes 
as well. Like the last straw that breaks the camel’s back, it was 
breaking the back of the poor cultivators, (iii) This tax was in- 
equitable. The poor consume more salt than the rich and had to 
pay a larger amount ; (iv) Finally, there was the consideration that 
the tax was being levied against the express wish of the people and 
was, therefore, bad. 


Government of India long adhered to .this tax on various 
grounds : (i) This tax was the only means of reaching the masses of 
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the country, so poor as ours- Sound administration required that 
every member of the State should contribute something towards its. 
upkeep, (2) It was an indirect tax and was, therefore, not felt by the 
people, (3) It was an old tax and an old tax is no tax, since by sheer 
habit people cease to think of it as a hardship* (2) Finally, the burden^ 
per head of this tax was very small. Eight crores of rupees was 
collected from 5 5 crores of people, the average coming to nearly 5* 
annas per head, (5) Government could not afford to lose this sum 
in the days of financial stringency. 

(4) Ophtm, The production and sale of opium has been the 
monopoly of the Government from very olden times. Formerly,, 
opium was exported in large quantities to China and was a source of 
income of about 2 5 crores of rupees per year. But later exports to- 
China were stopped. In i9o8 a section of the British public 
did not think it proper for the Indian Government to make profit 
at the expense of the morals of the Chinese people and the 
Government of India in that year undertook to reduce gradually 
the exports of opium to China, to become finally extinct in x9i7. 
The export of opium, except for medicinal or experimental purposes,, 
has now stopped. Income from this source has now fallen to a few 
crores of rupees only. 

(5) Excise Duties on Sugar and Matches. Excise duties are 
imposed on the production of cerrain goods within the country. Dr* 
Johnson described excise as hateful tax on commodities^’, a dcs* 
cription which suits them very well, though not in all cases. The 
Government of India have imposed excise duties on the production 
of various commodities within the country from time to time and 
have been severely criticised for their action. Once they levied excise 
duty on cotton manufactures which aroused much opposition and had 
to be ultimately withdrawn. At present, there are two important 
excise duties on matches and sugar. In z 95 z-2, the Government of 
India obtained Rs 79*6 crores from this source. 

(6) State Enterprises. Government also derive revenue from 
their enterprises like railways, and posts and telegraphs. In i95i-52, 
the Government of India made a profit of (Rs i2'3— Rs 2*6=) 9*7 
crores from currency and mint; of Rs 2.3 cr. from post and telgc- 
raph ; and of Rs 7-5 cr. from railways. 

5 3. HEADS or CENTRAL EXPENDITURE 

The chief items of expenditure of the Government of India arc 
given below : 

(i) Defence Services. In i95i-52 the Government of India 
budgeted an expenditure of Rs. iSo crores on defence (/>., military) 
services. Total expenditure of the Government of India, according 
to the 29 J 1-52 budget, was Rs. 375,8 crores, out of which Rs. 180 
ctorcs was to be spent on defence. In other words, about 5o% of^ the 
total expenditure of the Government of India is on defence services. 
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During the British Period also, defence expenditure was colossal. 
In normal years at that time, about half of the income of the Govern- 
ment of India was spent on military services. This expenditure 
used to amount to Rs. Jo or 6o crores per annum. Sit Walter Layton 
observed : “An outstanding feature of the public finance in India, 
is the high proportion (6zi per cent®) which current expenditure 
on defence bears to the total expenditure of the Central Government, 
a higher proportion, in fact, than in any other country in the world. 
It is more significant even when account is taken of provincial and 
central finances together; the ratio (3i.9 percent) is still a very 
high one.” Further, observed Sir Walter, “the total is at present 
so large, both absolutely and in relation to the revenues of India, 
as to be a dominant factor in financial situation.”^ 

Even during the British Period our economists and politicians 
pressed for a reduction in defence expenditure. So much expenditure 
on defence for a poor country like India is certainly against her best 
economic interests. They also used to mention that there was consider- 
able room for economy in this direction without Impairing the efficiency 
of the national defence by such means as reduction in the strength of 
the British element in the army, basing all salaries on the Indian stan- 
dard and reduction on the strength of the standing army. But now, 
after out attaining the much-coveted independence, the situation has 
undergone a change. The World War II has certainly terminated but 
the clouds of war are hovering on the horizon. We have to be especial- 
ly prepared for such an eventuality because now we would have tO’ 
depend upon our own resources for out defence. At the same time, 
the defence of Kashmir is still necessary since the Kashmir problem 
has not yet been resolved. Because of all these reasons, our defence 
expenditure is rather high and would in all probability continue to 
be so in near future. We give below defence expenditure incurred 
by the Government of India in recent years below : 


Year 
1938-39 

1940- 4i 

1941- 4a 
i94a-43 

1943- 44 

1944- 45 

1945- 46 

1946- 47 

1947- 48 

1948- 49 

1949- 5o 

1950- 5i 

1951- 5z 


Rs. Crore 
46 
73 
io4 
i9o 
262 
397 
36o 
238 
i89 
i46 
i49 
180 
180 


3 Thie is an old figure. 

4 See Simon Commission Kfpori. 
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It is clear from these figures that during the World War II, 
‘expenditure on military services very much increased. After the 
war, the expenditure has come down. But it is still quite high. 

(z) Food Su'isiay and Kihahilitation of the Displaced Persons, The 
formation of Pakistan brought into being two new items of expendi- 
ture. We used to import foodgrains even before ; but partition 
of the country meant the transfer of rich wheat-growing tracts to 
Pakistan. This accentuated the deficiency in food. The Government 
began purchasing wheat from foreign countries generally at high 
rates ; but it has been selling it to consumers at cheaper rates. This 
meant a loss of about Rs. lo crores to the Government of India in 
i95i-5z. This amount is called Food Subsidy/'^ This policy has been 
now abandoned. Besides this, the displaced' persons coming from 
Pakistan had to be rehabilitated. The Government of India spends 
about Rs. 10 or 1 5 crores per year for this purpose. 

(3) Sfaic Enterprises, The Government of India have also to spend 
on Railways, Posts and Telegraph, Currency and Mint, etc. These 
items are known as Commercial Services. The Railway Budget is 
quite separate ; and in i95i-5 2, the Government of India obtained 
a profit of about R. 7*5 crores from them. Posts and telegraph is 
•opecated on no-profit and no-loss basis. During i95i-52, the profit 
■from this sources was only a nominal one, namely, Rs. 2*3 crores. 
’During the same year, the Government spent Rs. 2*6 crores on 
Currency and Mint ; and their profit from this source was Rs. iz*5 
.crores. ' 

(4) Debt Services, On the debts taken by the Government of 
India, they have to make annual payment of interest as well as make 
a contribution to the sinking fund every year with a view to their 
ultimate repayment. During i95i-52, the Government spent Rs. 
37 crores on this head. Before the World War II, the amount spent 
on debt services was about Rs. i5 crores per annum, which came to 
about io% of the total expenditure of the Government of India. 
Our present-day expenditure seems to be rather heavy, but it is not 
,a matter of concern because most of our debt is productive ; and as 
such income therefrom exceeds the annual interest and sinking fund 
.charges 

(5) Civil Administration, Before the World War II, ancKial 
.expenditure on civil administration amounted to approximately Rs. 8 
• crores. This item used to include jails, police, courts, etc. But 
after India became free, this item of expenditure considerably increas- 
ed. During i95i-5 2, the amount spent on it came toRs. 54.3 crores. 
This comes to about i/3rd of the total expenditure on civilian pur- 


SThis is included in Civil Adminisiration. 
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poses. During the British Period, it was felt that the amount spent 
on civil administration was very heavy. But after the country 
attained freedom, this expenditure has become still heavier. ^ This 
is probably because freedom has imposed on us fresh responsibilities 
and also because our level of administration is not yet quite high and 
efficient. 

(6) Nation-Building B.apeniiture. The expenditure on education, 
medicines and public health, agriculture, industries, etc., is collective- 
ly called Nation-Building Expenditure. During the British Period, 
the amount spent on this head was very low— only about Rs. a or 5 
etotes pec annum. On civil administration alone, the amount was 
about 4 times this figure. After the attainment of freedom, the 
Government have been giving more attention to these matters. In 
i95i- 52, a sum of Rs, i5 crorcs was budgeted for this purpose. 
Besides, a separate sum of about Rs. 5 crores has been kept for 
development, etc. 

(7) Direct Demand on Revenues. They consist of the expenditure 
incurred in the collection of revenues. In i95i-52, a sum of Rs. i4 
crorcs was budgeted for this purpose. This expenditure is unavoid- 
able, but maximum economy should be practised in this direction. 

TEST QUESTIONS 

1. Give an id:a as to the divisions and extent of each division of Public 
Finance in India. 

2. Discuss the principal heads of revenue of the Government of India and 
comment on each of them. 

3. Discuss the principal heads of expenditure of the Government of India 
and comment on each of them. 

EXAMINATION QUESTIONS 

U. P., Inter. Arts 

1. Give an account of the chief sources of revenue and items of expenditure 
of the Government of India. (1950) 

2, What are the important heads of revenue and expenditure of the Govern- 
ment of India. Suggest proper ways of improvement in this regard. (1948, 1946) 

3, State with comments the more important sources of revenues of the 
Governmentof India and of your District Board, How have such revenues been 
affected by the war ? (1944) 

4, What arc the sources of revenue of the Government of India ? Comment 
on of each item. (1942) 

Rajputana, Inter. Arts 

5. What are the main heads of income and expenditure of the Government 
of the Union of India ? Comment briefly on each, (1949) 

6. Argue for and against the retention of Excise Duties. (1948) 

44 
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Nagpur^ Inter. Arts 

7. Enurocratc the taxes in India and classify them under direct and indirect 
taxes. (1949) 

Panjabi Inter. 

8. " indicate the name of the Government (Central or Provincial) which gets 
the revenue from the following sources : (a) irrigation, (b) customs duties, (c) Posts 
and Telegraphs, (d) excise duty on sugar, and (e; excise on alcoholic drinks. (1949) 

9. Give three important sources of revenue and three important heads of 
expenditure of (a) Government of India, and (b) the Governmant of the East 
Panjab. How is prohibition likely to alTcct the budget of the Central and Provin* 
cial Governments ? (1949) 

10. Mention the chief sources of revenue of the East Panjab Government as 
compared with those of the Government of India. Is the distinction based on 
certain economic principles just or haphazard T (1948 ) 

I>clhi, Higher Secondary 

11. What arc the principal indirect taxes in India? Which of them arc, in 
your opinion, unfair 7 (1951) 

12, Write short notes on Indian income-tax and defence expenditure of the 
(Central Government of India. (1949) 

83, State chief sources of revenue of the Central Government of India, 
Should the income-tax revenue, in your opinion, be entirely central under the consti- 
tution of India ? Give briefiy the reasons for your answer, (1950) 

14. Write a short note on the chief sources of revenue and the principal 
heads of expenditure of the Central Government in India. (1948) 
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Where a tax has been recognised as at once special and definitely fixed, it 
seems to pass out of the ordinary category of taxes and into that of charges, a 
transformation only possible in the case of durable productive wealth, and most 
prominent in respect of land . — Bast able. 


Under the new Constitution (as under the Act of 1 93 5) states 
have been given financial autonomy. Certain sources of income have 
been specifically assigned to them and certain heads of expenditure 
left to their care. In the division of the sources of income and the 
items of expenditure between the Government of India and State 
Governments, favour has been shown to the former. The Govern- 
ment of India have been given elastic sources of income while the 
items of their expenditure are inelastic. The case of State Govern- 
ments is just the reverse : their sources of income are land revenue, 
stamps, forests, etc., which are not likely to increase ; but their 
expenditure on objects like nation-building departments, irrigation, 
etc., is ever increasing. Requiring State Governments to finance 
elastic items of expenditure with inelastic resources, is one of the 
most fundamental weaknesses of the present Constitution. 


§ I. REVENUE AND EXPENDITURE OF STATE GOVERNMENTS 

The following are the chief sources of revenue of State 
Governments in India : (i) Land Revenue ; (ii) Excise Duties ; (iii) 
Stamps ; (iv) Forests ; (v) Registration ; (vi) Irrigation ; (vii) Civil 
Administration ; (vii) Others. The relative importance of these 
sources differs from State to State. 


The heads of expenditure of State Governments in India are 
given below : (a) Civil Administration ; (b) Public Works ; (c) Direct 
Demands on Revenue ; (d) Irrigation ; (e) Education and Other 
Nation- Building Activities. 


There are nine Part A States in India. The table below gives 
figures of their revenue and expenditure for recent years : 



Income and Expenditure of Part A States 
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§ 2. BUDGET OF U. F. GOVERNMENT 

Tbc relative importance of the various sources of revenue 
and beads of expenditure differs from State to State. We give below 
the 1 948-49 budget of the Government of the Uttar Pradesh ; 


Important Items of Revenue and Expenditure of U. P. 

{194S-49 Budget) 


Income 

Rs. 

(Lakhs) 

! 

Expenditure 

Rs. 

(Lakhs) 

Income-Tax 

# 4 • 

7,i9 

Education 


5,32 

Land Revenue 


7,73 

Direct Demand 

on 


Irrigation 


2,o8 

Revenve (cost 

of 


Stamps 


z,i3 

j collection) 

• 4* 

3,96 

Excise 


6,o5 

1 General Administra- 


Forests 

«»« 

1,75 

tion 

• 4 4 i 

3,5o 

Civil works 

• 4 • 

35 

Jails and Police 

• •• 

7,8o 

Jails and Police 

*** : 

i,o4 

Irrigation 

• 44 j 

2,02 

Education 


25 

Agriculture 

1 

2,42 

Agriculture 


59 

Administration 

of 


Administration 

of 


Justice 

444 

1,12 

Justice 

• 44 

27 

Medical and Public 


Industries 

and 


Health 

«•• i 

2,8o 

Co-operation 


56 

Industries and Co- 


Registration 


24 

operation 

« 4 4 

1,56 

Medical and Public : 


Civil Works 

and 


Health 

... 

22 

Roads 

• 44 

7,73 

Grant from Centre for 





Post - War Develop- 





ment 

« • 4 

6,25 




Other taxes 


2,3o 




1 

Total Receipts Rs. 45*87 


1 Total Expenses 

Rs. i 



Cr. i 


50-57 Cr. 1 



It is clear from the above table that according to the budget 
estimates for 1 948-49, the U. P. Government expected to have an 
income of Rs. 46 crores and expenditure of Rs. 5 1 crores, leading 
to a deficit of Rs, 5 crores. According to the i'95i-52 budget of 
the same Government, the income and expenditure are of the order 
of Rs. 6o crores approximately. 

hcome of U, P. Government. The most important source of 
income of the U. P. Government is the income-tax. This source 
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yielded an income of Rs, lo ctores in i949-5o. It was levied only 
on urban incomes, but now it is proposed to be imposed on agri- 
cultural incomes as well. The second important source of income 
island revenue, which yielded Rs. 7 crorcs in i949-yo. The third 
source is the excise duties yielding Rs. 6 crores, which are imposed 
on the manufacture of intoxicating liquors, toddy, ganja, etc. Sales 
tax yields Rs. 6 crores. Stamps which arc affixed on business 
documents and are used in the form of court fees yield about 
Rs. 2 crores per year. The Government get another Rs. z crores 
per year by selling forest fuel, etc., letting grazing grounds and 
for giving permission for wood cutting. Recently the U, P. Gov- 
ernment have also imposed entertainment tax, etc. The Government 
of India also give some grant to the U. P. Government for deve- 
lopmental purposes. In this way, the total income of the U. P. 
Government came to Rs. 56 crores in 1 948-49. 

Expenditure ofU, P, Government. Out of this income, a sum 
of Rs. i9 crores was spent in i949-5o on administration. Adminis- 
tration includes jails, police, administration of justice, etc. The 
maintenance of law and order inside the country is the first and 
foremost object of a government. Hence the expenditure of such 
a large expenditure on civil administration can be easily under- 
stood. The expenditure on police amounts to Rs. 7 crores, on 
general administration Rs. 5 crores, on administration of justice to 
Rs. I crore and on jails to Rs. i crore. The next item on which 
the U. P, Government spends money is constituted of such things 
as are calculated to develop the State and give encouragement to 
education, agriculture and industries. These are called Nation- 
Building Activities and the U. P. Government spent Rs. i7 crores on 
them in x 948-49. Out of this Rs. 7 crores were spent on educa- 
tion, Rs. 4 crores on agriculture, Rs. 3 crores on public health 
etc,, and Rs, i crore on industries. A sum of Rs. 5 crores was 
spent on the collection of revenues (direct demand on revenues); 
and a sum of Rs, 8 crores was used in constructing government 
buildings, roids, etc. In this way, the total expenditure of the 
U. P. Government amounted to Rs. 36 crores in 1 948-49. 

3. CHIEF SOURCES OF STATE REVENUE 

Now we will briefly comment on the sources of income of State 
Governments. 

(x) Eand Kevenue, Land revenue had been till very recently 
the mainstay of the Central Finance. It is now the biggest source 
of income of the States and is the only source of direct taxation 
for them. It is important in the U. P., Madhya Pradesh, Punjab; 
etc., but not in West Bengal where it is fixed for ever. In the 
U. P. about 43 p. c. of (he total revenue used to come at one time 
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ia the shape of land revenue. But now this figure is only I2|%* 
In i949-So, the total revenue was Rs. 56 crores and the land 
revenue was Rs. 7 crores. 

Land revenue as a piece of taxation offends against most of 
the principles of -taxation. It is definitely inelastic. In i9i5-i4, 
its total yield in India was Rs. 5z crores ; in 1 936-37 it yielded 
the same amount while in i949-5o, it declined to Rs. 29 
crores. Secondly, it is very inconvenient and rigid. When there 
is a failure of crops, some relief is certainly given to cultivators 
by remitting assessments, but it is a hard fact that the rigidity 
with which land revenue is collected drives a large number of 
people to the money-lender during bad seasons. Long periods of 
settlement and the meticulous enquiry by a large staff at the time 
of settlement cause much inconvenience. Thirdly, it is unecono- 
mic. India possesses the most elaborate revenue survey in the world 
involving enormous expenditure. Finally, as Dr. Gregory has stated, 
** the land revenue is essentially a tax on the things and not on 
person ; consequently, it is charged in equal amount whether the 
payer is rich or poor. As such, it requires more sacrifice on the 
part of the poor than on the rich”.^ 

( 2 ) Ej^cfse. The excise revenue in States is derived from 
the manufacture and sale of intoxicating liquors and drugs, hemp 
and opium, and other intoxicants. It is charged in the form of 
a duty on the manufac ure of intoxicants and fees for the licences 
permitting their sale. There is a growing volume of opinion in 
the country that high excise duties should be levied so as to do 
away with the drink habit gradually. The Simon Commission observ- 
ed that the doctrine of maximum revenue and minimum consump- 
tion is the theory generally accepted in the States but it is not 
always easy to hit this point with precision ; and excise revenue 
is likely to be reduced not merely by prohibition and propaganda 
but by smuggling and evasion. In recent years excise revenue has 
rapidly declined. It has decreased still further under the Congress 
Governments which are committed to the prohibition policy. 

Prohibition leads to a reduction in income from this source ; 
this is the reason why the Congress Governments formed in the 
free India in various States have not wholly adopted this policy. 
In U. P., total prohibition is in force in Kanpur and Unnao Districts 
since April i, i948; and it was enforced in some other districts 
later. In Uttar Pradesh, the income from excise duties is about 
10 % of the total revenue. 


IScc IndianTaxation Enquiry Committie Report, 1934-35. Vol, 1. Qiap. 4. 
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Income and Expenditure of U. P. Government, 1949-50 

(In crores of rupees) 


Income 

Amount 

Expenditure 

Amount 

Income Tax 

lO'X 

Direct Demand, on Re- 


Land Revenue 

6*6 

venue 

4-9 

Sale Tax 

6*1 

Irrigation 

. 2-9 

Excise Duties 

6*0 

Debt Services 

0-9 

Stamps 

1*3 ; 

Security Services 

Social Services ... ■ 

i9'i 

i6-7 

Total Incomes ... 

56-3 

Total Expenditure ... 

36-3 


(3) Stamps* State Governments obtain income by the sale 
of stamps as well. These stamps arc not the postal stamps but 
those which are (i) placed on commercial documents and (ii) pur- 
chased as court fees. They yield in U, P., about Rs. z crores for 
a year which is Rs. 4% of total revenue. 

(4) IrrigaiiotL Canals are under the State Governments, which 
charge water rates from the cultivators in exchange for water taken 
by them from canals for irrigation purposes. In the U. P., the income 
from canals comes to about Rs, z crores p. a. which is 4 %of 
the total revenue. 

(5) Forests, The States Governments gain much from 
the sale of timber and other forest produce, grazing fees and licence 
for permission to cut wood, etc. The revenue from forests is not 
large at present, but can increase considerably if huge initial expen- 
diture is incurred, which is not possible in immediate future. la* 
U. P. the annual income from forests is about Rs i'75 crores p- a.. 

(6) Keghtrafion, Fees are charged for the registration of legal 
documents and for their copies. This is another unimportant source 
of revenue. It is an unimportant item in U. P. It yielded only Rs 24 
lacs in i948-49. 

(7) Income Tax, Income Tax is collected by the Government 
of India but 5o% of the proceeds is distributed among the States.. 
At the present moment the distribution takes place in the proportions- 
recommended by Sir Chintaman Deshmukb. But a Finance. 
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Commission is re-considcring the whole issue. ^ In i949-5o> the U. P* 
Government lobtained about Rs. lo crorcs as its share of income tax^ 
and it came to i7% of its total income. 

(8) Other Taxes. There arc some other taxes which can be? 
imposed by a State Government if it so chooses. These are called: 
Scheduled Taxes. During the World Wat II when the State Govern- 
ment felt financial stringency, they had to resort to scheduled taxes. 
The more important of them are discussed below. 

(a) Entertainrmit Tax. It was levied in U. P. by the Cong- 
ress IvKnistry when it first assumed the reins of government.. 
The merits and demerits of the entertainment tax are as follows. 
lt& rattm ate X (\) It is equitable. It is gcnerdly paid by the rich 
who have broad shoulders to bear its burden, (a) It is easy to be 
collcted, e. g., in the form of an extra charge on cinema tickets and' 
passes. (3 ) It is a good tax for increasing the revenue of Govern- 
ments in these days of financial hardship. Its demerits ate : {a) It is- 
not certain, lb) It is not very elastic, {c) It is not convenient. 
(d) When levied on the poor, it involves hardship. 

{b) Sales Tax. A deficit in the 1 948 -49 budget led in U. P. to- 
the introduction of this tax. It yielded in U. P. over Rs. 6 crores 
in 1 949-50. Most of the states have this tax in force now. But the 
objects on which it is levied and its rates differ from state to state- 
Hence efforts are being made to have uniformity in this regard. 

(f) Income Tax on Agricultural Incomes. Hitherto agricultural: 
incomes were exempt from income tax. But now the U, P. Govern- 
ment propose to impose it. Some other states already impose it. 

§ 4. CHIEF HEADS OF STATE EXPENDITURE 

The importance of each head of expenditure varies from state 
to state. Here we make a rapid survey of the various heads of 
expenditure of states with special reference to Uttar Pradesh, 

(x) Security Services. This is the most important head of expen- 
diture in U. P. In 1 949-50, a sum of Rs x9 crores was spent on this- 
head, which came to 34 % of total expenditure. This item includes 
general administration, administration of justice, jails and convict 
•settlements, police, etc. In i938-39, only Rs 4 crores were spent oa 
this head, and it amounted to only 3o% of total expenditure. Now 
it has gone up to 34%— an increase of 7o%. 

(a) Social Services or Nation-Building Activities. This is the 
second head of expenditure and includes education, medical, public 
health, agriculture, rural development, co-operation, industries, 
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scientific departments, etc. In i949-5o, a sum of Rs i7 crorcs was 
spent on this head, which amounted to 3o% of total expenditure. 
During the British Period, the Government spent very little 
on this head, and spent a comparatively large amount on 
security services. General Administration claimed such a large 
:amount that very little was left for nation-building activities. 
Economists then- advised that the Government should try to be 
•economical in administration and should spend more on nation-build- 
ing activities. It is a matter of regret that even after the attainment 
of independence, this criticism has not lost its force. In i958-59, 
the expenditure on security services was 20 % and on social services 
^8 % of total expenditure. In i949-5o the respective figures Were 
34% and 3o As such there is need of considerable change in this 
direction, 

(3) Direct Demand on Kevenue, This includes expenditure 
>iocarred in collecting taxes and obtaining other revenues like excise 
‘duties, registration fees,, collection of land revenue, etc. This expen- 
diture claimed about 4o% of the total revenue in the U.P. in i949 -5o, 
the absolute figure being Rs 3 crores. Considerable room for 
•economy exists and should be practised. 

(4) Irrigation. A major part of expenditure under this head 
goes in paying interest on borrowed money with which irrigation 
works have been constructed. A certain amount is also spent for 
constructional purposes. The amount spent on this head in i949‘5o 
in U. P. came to Rs 3 crores. Of this half the amount was paid as 
interest on debt taken for constructing canals, etc. 

(3) Public Works. This includes the amount spent on construc- 
tion and maintenance of public buildings and roads. U. P. Govern- 
ment spent over Rs 6 crores in i949-3o on public works. 

(6) Debt Services. Some amount is paid towards the interest 
for the loans incurred and towards the creation of reserve and avoi- 
dance of debts. In i948-49, one crore of rupees was spent under 
this head in U. P. 


TEST QUESTIONS 

1. Discuss the principal sources of income of state governments of this 
country and comment on each of them. 

2. Discuss the principal heads of expenditure of state governments in 
this country and comment on each of them. 

3 . Arc the sources of revenue of the provincial governments elastic ? What 
■suggestions do you give for improving the financial position of state govern* 
ments from this point of \icw ? 
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LOCAL FINANCE IN INDIA 

It apprats to tnc impossible to devise an equitable local income-tax for yon 
cannot localixe income — Lord Goschen^ 

A field of the administration of India profoundly affected by 
the Reforms of i 9 i 9 was that of Local Government. The principal 
Local Bodies are Municipal Boards in the urban areas and District 
Boards in the rural areas. Their sources of income and items 
of expenditure are different fronx those of the Central and Stat> 
Governments. 

§ I. MUNICIPAL FINANCE ^ 

Before Partition, there were in India about 812 municipalities 
with over ai million people resident within their limits. The follow- 
ing table shows their growth and financial position : — 

Municipalities in India 


Year 

I No. of Mpl. 

1 Boards 

Income ' 
Rs. ’000 

Expenditure 
Rs. ’000 

Incidence 
per head 

1933-34 

794 , 

36,7o,i2 

36,18,22 

[ 5 10 

5^ 

1934-35 

798 1 

38,07,98 

37,59,90 

5 12 

0 

1935-36 

812 ! 

41,20,52 

41,21,26 

. 5 i4 

9 

2936-37 

812 

41,99,95 

39,56,01 

5 i4 

2 

i939-4o I 

812 

44,3i,oo 

42,32,00 

8 2 

8 


Sources of Municipal Revenue 


The income of all the municipal boards put together comes to 
about 4o crores of rupees. Two-thirds of this income is derived 
from rates and taxes and the remaining i/3rd from municipal 
property, contribution out of state revenues and miscellaneous 
sources. 

(i) Ta>:es on Trade. Municipal Boards levy several taxes on 
trade, as for example, octroi duty, terminal taxes, tolls, etc. Of these 
octroi duties are the most important. They are levied on goods 
brought into the area of a municipal board from outside. They are 
very much favoured by the municipalities because their incidence is 
easily shifted and it is very difficult to determine on which class the 
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burden ultimately falls. Moreover, its collection through the agency 
■of the railways has removed all the administrative difficulties inher- 
ent in the system of octroi. But they have aroused much opposition 
in the public. They offend against all the canons of taxation. Their 
incidence is uncertain. The collection and the refund system put the 
tax-payer to a . great deal of inconvenience. When imposed on 
necessaries for existence, as they generally are, they do not propor- 
tion the burden to the means of the payer. Finally, the expenses of. 
■collection and the facilities for fraud and evasion are disproportion- 
ately large. In view of these great shortcomings of the measure, 
it is being gradually substituted by terminal taxes and tolls. The 
former are collected by railway authorities on goods received by 
train ; and the latter, on goods received by roads. 

( 2 ) Taxes on Proper/j. Municipal Boards levy taxes on property 
as well, e. g., taxes on houses and their sites. The Indian Taxation 
Inquiry Committee suggested that the town property which benefits 
largely from municipal activities should be subjected to increased 
assessment. In many cases no tax is levied on the site. It might be 
expected to bring appreciable income. 

(3) Taxes on Persons. The examples of such taxes are (a) taxes 
on circumstances, (b) taxes on pilgrims, (c) terminal taxes on passen- 
gers and (d) taxes on menials and servants. 

(4) Fees and Licences. Fees are levied for specific services ren- 
dered by the municipality, e. g., scavenging fee. Sometimes they 
partake the nature of luxury taxes and sometimes they ate levied for 
the purpose of regulation such as licences for music, vehicles and 
dogs. Licence fees are also charged for carrying on offensive and 
dangerous trades. 

(5) Kates. Rates ate the prices charged by the Municipal 
Board for some services rendered by it. Of these, the mater rate is 
the most important. Lighting rate is another example, 

(6) Grant from the Government. Besides the above taxes and rates, 
the scanty funds of municipalities are swelled by the Government 
grants which are annual as well as occasional. 

(7) Other Miscellaneous Incomes. These include a wide variety of 
sources. The more important of them are cycle tax, wheel tax, 
receipt from cattle pounds, fine and penalties for breaking municipal 
laws, rent of municipal property, e. g., municipal markets and 
slaughter houses, and sale of land, vegetables, etc. 

Items of Municipal Expenditure 

The functions of municipalities ate divided under Public Safety, 
Health, Convenience and Instruction. The most important item of 
expenditure is the wafer supply, drainage and conservancy. Public ins^ 
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ifiution comes next in importance and public works follow in order* 
The next item • of expenditure is general administration and collection of 
taxes. Moreover, municipalities have to borrow money every now and 
then from the Government or from the general public, to carry out 
such large projects as water supply, drainage works, etc., and have 
to pay interest on loans. Expenditure on public safety lightings 
police, fire, etc,, is also important. Money is also spent on hospitals^ 
dispensaries and vaccinations^ on markets^ gardens and sanitation. 


Income and Expenditure of Municipalities in India {In lakhs of rupees) 


Sources of Income 

1939-40 

Heads of Expenditure 

1939-40* 

Municipal Kates and Taxes : — 


General Administration and 


Octroi 


collection charges 

1.79 

Taxes on houses and lands ... 

1,64 



Tax on animals and vehicles ... 

5-37 

Public Safety : — 

HMmiB 

Tax on profissions and trades 

46 

Lighting 


Tolls on roads and ferries 

34 

Police 


Water rates 

Lighting rate 

31 

2,35 

Fjre etc. 

HQ 

Conservancy rates 

Other taxes 

30 

1,04 

1,81 

Total 

Public Health and Convenience 

1,47 

Total rates and taxes 

— 

Water supply, drainage and 


Realizations under special Acts 

1362 

conservancy 

Hospitals and dispensaries and 

5,35 

Grants from Government 

19 

vaccination 

1,08 

Rent of lands, houses, etc. 

1,10 

Plague charges, markets, gar- 

Fees 

51 

dens and sanitary 

86 

Receipts from markets and 

65 

Public works 

2,56 

slaughter houses 


Public instruction 

2,47 

Other sources and Miscellan- 

67 

Contributions for general pur- 

eous. 

Total Income 

1,67 

poses 

Miscellaneous : — 

50 

Extraordinary Head : Debt 

18,41 

Interest on loans 
-Other miscellaneous expen- 

1,43 

Grand Total 

25,30 

diture 

1,64 

Incidence per head 

44,31 

Total Expenditure ... 

15,89 

(i) Ratf s and taxes ... 

Rs. a. p. 

Extraordinary Head ; Debt ... 

24,96 

(ii) Total income excluding 

5 14 2 

— 

Extraordinary Head : Debt 

8 2 8 

Grand Total ... 

42,32 


1, There figures represent the aggregate revenue and expenditure or 812 
Municipalities in 1939-40 Sec Staiisttcal Abstract for British India (1935-36), 
Tables Nos. 35,36. 
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Items of Board’s Expenditure 

The most impoitant item of expenditure is education which 
has come remarkably to the front within the last three years. Civil 
works like roads and bridges arc the next important objects of 
expenditure. Medical relief shares with education, though in % 
less degree, the lion^s shares .of the available revenue. The main 
heads of icxpenditurc are : (i) general administration, cost of 
collecting taxes ; (a) construction, maintenance and repair of build- 
ings, cattle ponds, etc, ; (5) expenditure on schools and education ; 
•(4) hospitals and public health; (5) veterinary; ( 6 ) holdings of 
fairs, agriculture shows and industrial exhibitions ; (7) agricultural 
and aboriculture ; (S) public works ; and (9) preventioa and re- 
clamation of soil, drainage and swarms. 

TEST QUESTIQNS 

1. Wbat arc the sources of rcvcauc and heads of expenditure of municipal 
boards. Discuss fully. 

2. Enumerate and explain the sources of income and beads of expenditure 
of the district boards in India. 

EXAMINA.TION QUESTIONS 

U. P.> Inter. Arts 

1. Explain the chief items of income and expenditure of District Boards in 
U. P. (1952) 

2. Write a short note on '^Thc Income and Expenditure of Municipalities 
in U. P./’ (1951) 

3. What arc the main sources of income of a municipality ? (1949) 

4. State and comment on the sources of income of cither the Government of 
India or your District Board. What was the cflfcct of the World War II on their 
income ? (1944) 

Rajputana, Inter. Arts. 

5. Suggest measures foe increasing the income of our municipalities. (1948) 
Delhi, Inter. 

6. If you were made the President of the Dclh**-'^-mcipality, how would 

you plan the expenditure of the municipality, and/' t sources would vou 

raise the income ? (1949) ^ ^ 

7. Write a note on '^Expenditure of Delhi I (1 




